Jo.Wheat

From: perry johnston <perry@dockmastersonline.com>

Sent: Thursday, January 30, 2014 9:32 AM

To: Jo.Wheat

Subject: Exhibit #6 from the Public Hearing on Carolina Water System Rate Increase request for
the Lake Wylie / River Hills Area

Attachments: River Hills System Probable Cost.pdf; River Hills Utility Comparative Sales Report.pdf;

CWS Preliminary Acquisition Study.pdf; Lake Wylie Water Sewer Service.pdf; CWS
Estimate Value.pdf

Follow Up Flag: Follow up
Flag Status: Flagged
Ms. Wheat,

Please find attached the information concerning preliminary Acquisition Studies and Cost estimates from York County
concerning possible purchase of the Carolina Water System in the Lake Wylie / River Hills area of York County. This was
mentioned in my statements during the hearing held in Dec.

12, 2013 at the River Hills Community Church Family Life Center. Sorry for the delay in getting this information to you.
Thank you for your help in this matter. We are looking at what is going on over in Tega Cay with raw sewage flowing into
Lake Wylie from the same company and the same thing has happened in the River Hills area. The PSC must help correct
this major problem for this water flows to Columbia and on to the coast effecting everyone along the way.

Sincerely,

W. Perry Johnston
5001 Lake Mist Drive
Clover/Lake Wylie, SC 29710

From: Sheffield, Teria [mailto:Teria.Sheffield@yorkcountygov.com]
Sent: Monday, January 13, 2014 3:02 PM

To: perry@dockmastersonline.com

Subject: River Hills/CWS Information

Hi Perry,
Sorry | missed your call last week. Here's the information that we were able to find regarding River Hills/CWS.
Take Care,

Teria

Teria G. Sheffield LATE-FILED
Executive Assistant to the County Manager
BSR4
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6 South Congress Street
York, SC 29745

(803) 684-8599
2013-2/5-WS
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teria.sheffield@yorkcountygov.com

CONFIDENTIALITY NOTICE: This e-mail message, including any attachments, is for the sole use of the intended
recipient(s) and may contain confidential, proprietary, and/or privileged information protected by law. If you are not the
intended recipient, you may not read, use, copy, or distribute this e-mail message or its attachments. If you believe you
have received this e-mail message in error, please contact the sender by reply e-mail or telephone immediately and
destroy all copies of the original message.
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e i e November 24, 1998 HAJ #98-225.02

Mr. Al Greene

Assistant County Manager

York County

P. O. Box 66

York, SC 29745

Subject: Range of Probable Cost for River Hills System

Dear Mr. Greene:

Pursuant to your request during our November 20, 1998 telephone conversation and based on the
preliminary work performed to date, Hartman and Associates, Inc. (HAI) offers the following
1nformauon

]L - -: : The probable range of cost to purchase the Rlver HIUS systern 1;5 MZS IMhl]]lom to $6 25
, Million. . :

2. The capital improvement dollars previously stated as $0.6 million were a conservative
estimate based on past experience. A range of $0.25 million to $0.5 million would be
expected dependent upon the aggressiveness of the County to upgrade the system. We
think these dollars would be spent in upgrades to the main plant lift statien and in
cotrecting some infiltration areas. Utilities, Inc.’s CIP has $100,000 for unidentified
maintenance and repair items.

3. Additional information relative to operational expenses of Utilities, Inc.’s River Hills
system has not heen obtained since our last meeting in early October. We have had
discussion regarding more detail information and have been invited to acquire this
information from their Corporate Office. HAI is awaiting County authorization to further

-pursue this information and to continue work on the valuation of the system.

Previously, proposals wete submitted to assist the County in acquiring the system. We stand
ready to assist in this matter;ad would welcome the opportuniity; to worlk on this. important.
pfoject ‘Should you have any’ questions regarding this projeGt, please do not hesitate to call.

© - TWO HANNOVER SQUAYEE 434 EAVETTEWILLE STREET MALL, SUITE 900 » RALEIGH, NC 27601
TELEPHONE (919) 831-9100 « FAX (919) 831-9300 * wwww.consulthal.com

ORLANDO,FL.  FORT MYERS,FL. PLANTATION,FL.  JACKSONWILLE,FLL  RALEIGH,NC



Very Truly Yours,
Hartman & Associatés, Inc.

/% fy el

Mitchell, P.E.
Reglonal Manager

L WM/chs/98-225.02/corresp/
Green.lwm

cc: Gerry Hartman, HAI - Orlando




'RIVER HILLS
COMPARABLE SALES SUMMARY®

. Partial Analysis ' $4.9 Million
. Capital Improvements $0.6 Million (Allowance)
. Transaction and Financing Costs ~ $0.25 Million
. Debt Service Reserve $0.45 Million
$6.2 Million +

. Net Revenues - 0.31 (Present Rates)
* Assessments 0.15

Subtotal 0.46
3 Years
. Assume Net Revenues 0.36 Growth @ 3.3%
. Assessments 0.16

Subtotal 0.52

Coverage 0.52/0.44 - 1.18
Coverage with 50% Capital Fees 0.63/0.44 — 1.43

Summary — Existing rates with a tax resulting in annual revenues of $150 OOO/year with a utility
customer growth rate of 3.3% per year flmds the $4.9 Million purchase price. Futures paid to
seller will reduce capital fees.

If a purchase price greater than the $4.9 Million is arrived at, then either indexing of utility rdt&s
or a commensurate utility rate increase will be needed.

(1)  Note an appraisal is needed with a due diligence investigation.

GCH/chs/98-225.01/corresp/
River.Sum 100698
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2335 Banders Refef

Nardhbeeolk, Hlinais 60062:6196
Teliliue BAT 43BAH40
Facsimile 047 49B200GC

October 6, 1998

Mt. Gerald Hartman, P.E.
Hartman & Associates

201 East Pine St.- Suite 1000
Orlando, FL. 32801

Deét Jemry:

As you requested, this letter will confirm our Company’s interest and cooperation in
exploring a sale to York County of both our Riverhills and Tega Cay water and
wastewater utility systems, Execution of mutually acceptable purchase and sale
agreements is contemplated to occur prior to December 31, 1998, with a closing in
early 1999,

It is our understanding that it is the County’s intention to initially acquire the
aforementioned utility systems, and thereafter transfer the Tega Cay utility facilifies to

the City of Tega Cay. We acknowledge that the County is working cooperatively with
the Cify in this endeavor,

——Itis-eurfurther understanding that imorder to 5 accomplish the above transactions, itwill
Mes&ablﬁoﬁemtowmﬁnmm agreement which would enable the County

to provide retail utility service to the proposed Corboy development within our existing
franchise service area,

In contemplation of the consideration discussed iih MF, Caniarex's letter to you of
August 31, 1998, our,Company supports your “overall master approach”. Obviously,
the specific tenus of any such sale of the aforementioned systems will need to be
addressed in a more detailed sales agresment.

i you have any questions, please give me acall. .
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System Financed'With General Obligation

» Bond Debt Secur
Special Tax Di

1/21/99

d by Property Taxes of
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* Future Net Reven
Reduce Tax Levy,

Provided County

ues of District Applied to

Water & Sewer System

- Revenue Bonds Coverage Covenants Met Per

Bond Ordiinance

- Revenue Bonds Always Have First Lien on

1/21/99

System Revenues




» Requires Referendum & Pledge of Taxing Power
 Requires Formation of Special Purpose Tax District
» Ninety Day + Process for Referendum

« Lowest Interest Rate
» Low issuance Costs
« Sold Competitively

1/21/99 | - 5







 Acquisition Related Costs

— Includes 'Capital impro-vements, Financing,
Legal, Engineering, & Consulting Costs

« Incremental Annual Revenues & Expenses

— Includes Additional Revenues, Operational
Expenses & Debt Service

1/21/99 8




. Purchase of CWS System

« Capital Improvements
* Financing Costs
* Other Costs

— Engineering Appraisal &

Valuation
- Consultants & Adttiomessi

 Total Costs

1/21/99

$185,000

$ 70,000

$5.5 - 7.8 Million




Annual Incremental
bv@ﬂu% & i

- Additions to Revenues
- Using Current Coupty
Rate Structure

. Additionsto O & M
Expenses

« Additions to Debt |
Service ~ ($464,000 - $575,000)

« Projected Deficit ($241,000 - $352,000)

$369,0(

($146,000)

1/21/99 ' : - 10
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Co. son of Retail Charges

e York Coun
$68.05

e $8.7%
decrease in
Water &

Sewer Bi
1/21/99




* York County

$5,645
s 15.0%
decrease

%

mn

Water &

Sewer Bill

1/21/99




Comparison of Commercial Charges

$1,421

* York County
$1,207 |

¢ 15.0%
Decrease in
Water &
Sewer Bill

1/21/99




Comparison of Gammercial Charges

e York Coun
$572

¢ 10.0%

Increase in'
Water &
Sewer Bill

1/21/99




ommercial Charges

C

f

son o

Compar

« CWS $139

$126

 York C(ounty
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Decrease
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Impact of Acquisition on

District’s Tax,

1/21/99




M

« Market Value $1'O0,00

» District Tax Obligatio

— $110- %136
- (27.6 - 34.1 mils)
 Probable Tax Le

— $57 - $84
— (143 - 20.9 mils)

1/21/99

Tax Obligation & Levy

19




e CHrpﬂS to Homeowner

Market Value $100,000
Projected Additional Tax Levy
Projected Change in VYater &

Sewer Costs |
Net Annual Costs (Gain)
1/21/99 ;

Insigriitica

$57 to $84

($78)
($21) to $6

20




Comparison o

« Market Value $250,00(
 District Tax Obligation

— $276 - $341
- (27.6 - 341 mils)
e Probable Tax Levy

~ $143 - $209
~ (14.3 - 20.9 mils)

1/21/99

Tax Obligation & Levy

21




‘osts to Homeowner

Insignificant

e Market Value $250,000 ,

] | Tax Deductible
 Projected Additionall Tiax Levy $143 to $209
* Projected Change in Water &

Sewer Costs @ ($76)
+ Net Annual Costs (Gain) $67 to $133

1/21/99 22
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* Pros & Cons
Local Control of Critical
Publi¢ Services
Deauli ¢s Sizeof County

~ Retail fustiomer base
Reduces County Financial
Reliance on a majar
Wholesale Customer, i.e.,

24
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| ros & Cons
« Taxpayers Benefit From
Deductibility of Tax
— user fees non-deductible
. Net Costs May be
Insignificant for Most
Resitg1 nts

25
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Mt. Al Greene

Assistant County Manager

York County

P. O. Box 66

York, South Carolina 29745

Subject: Comparable Sales Report of River Hills Utility

Dear Mr. Greene:

As requested by Mr. Tom Burton, Sr. and the Board of County Commissioners, and reflected in
our proposal, Hartman & Associates, Inc. submit our opinion of comparable market value for the
River Hills utility system. Attached is an analysis describihg our comparable sales approach, and
tables listing the details of the comparable utility sales evaluatest during our review.

(The comparable sales value for the River Hills System based on market approach is $ 2,775,138
as of May 1998 under typical terms and conditions outlined in the analysis. As illustrated in ot
analysis, area municipalities (CMUD) have paid premium for systems during armexation which
dictates -system—expansion—The—potential premium—purchase—price—mayrange—as—high-as———

$4;900,000, —————— _

The comparable sales approach should be updated and combined with the replacanent cost value
and the income approach value to yield our complete appraised value of the system before
acquisition proceeds. This letter report and'our follow—up presentation of the results will
complete our scope of services for this project. HAI is pleased to serve the County on this
important matter. Should you have any questions or comments, please advise.

Very truly yours,

Hartman & Associates, Inc. - Southeast

”é% i T

- President

Attachment
cc:  Larry Mitchell, HAI

Gfﬂ‘]@.lwm TWO HANNOVER Sk 434 EAYERIEVILLE STREET MALL, SUITE 900 « RALEIGH, NC 27601

TELEPHONE (919) 831-9100 * FAX (919) 831-9300 «» www.consulthal.com
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RIVER HILLS UTILITY SYSTEM
COMPARABLE SALES APPROACH

1. GENERAL INFORMATION

The system collectively known as the River Hills System consists of water and wastewater
facilities to serve a golf and country club community known as River Hills, apartments called
Hamilton Bay and Lake Wylie Woods, subdivisions called Hamilton Harbor and Forest Oaks,
and several commercial establishments in the immediate vicinity along South Carolina Highway
49, The majority of the system is located south of SC Highway 49, and along the shores of Lake
Wylie. Construction of the facilities began in 1973 with a groundwater supply, a 200,000 gallon
elevated storage tank, and a small activated sludge wastewater treatment plant with discharge to
Lake Wylie. '

In 1992, York County adopted an ordinance granting a non-exclusive franchise for operation of
the water and wastewater system to Carolina Water Service (CWS). Additionally, following this
ordinance, several agreements were executed to establish increased quality water and improved
wastewater treatment to this area. York County and CWS have agreed to the following items:

I—25=year termonleases: -

2. County leases WWTP from CWS.

3. County provides forcemain to transport waste from collection system. CWS leases non-
exclusive use of forcemaiin.

4. County leases EST from CWS.

5. County provides water main to supply CWS water.

6. County charges CWS for wholesale water and wastewater service.

7. County purchases water for CWS from City of York, with City of Rock Hill as back-up.

8. County purchases sewer trestment for CWS from City of Rock Hill.

During the period prior to August 1996, the WWTP was converted to a flow equalization basin
providing aeration and transfer to further treatment off-site. The County owns and operates the
main wastewater pumping station req:onsnble for the transfer, which was built by the County on
land leased from CWS.

The majority of the 1100 water and wastewater customers are permanent residential, single-
family homes. However, villas and apartments are served by the River Hills system, as well as

LiwMlehlc/e/fmojects/1998 -1- 052698
HALI # 98-225.00/rvrhills.rpt



commercial centers containing grocery stores, fast food restaurants, a carwash and convenience

stores.
2. INTRODUCTION TO APPROACH

The comparable sales approach to utility valuation is usually considered with other valuation
methods (i.e. cost approach and income approach). Knowledgeable buyers and sellers of water
and wastewater utilities in the Southeast United States generally know the "Market" for utility
systems. The purpose of this market approach is to examine the history of water and wastewater
utility acquisitions, and to analyze the conditions under which the systems were transferred, in an
effort to arrive at an implied purchase price for the River Hills area water and wastewater system
to assist York County with informed decisions for a potential acquisition.

The selected transactions of water and wastewater utility systems were compared using
quantitative values of single family equivalents (SFE’s). Extensive research was conducted in
order to gather as much information regarding similar acquisitions in the Southeast as possible.
The potential list of comparable sales was narrowed down to those which were considered the
most comparable and an in-depth analysis conducted on each transaction. In order to properly
compare the different transactions, various ﬁnanc1a1 technical, legal, and customer service

L)

sellers were useful and informative fo our ana]yses Our activities are ongoing concerming this
approach, and we strive to constantly update our utthty system acquisition and sales data base.
An additional comparison was conducted to evaluate recent transactions that the current owner of
River Hills (CWS) has executed in the Charlotte/Mecklenburg area.

3. FACTORS INFLUENCING UTILITY ACQUISITIONS

There are many factors which are involved in the determination of an acquisition price of a utility
system. These factors create both similarities and differences between the transactions, which in
essence, result in the formation of a mixed market of utility sales. The following is a brief
discussion of several important factors that impact the acquisition of water and wastewater
utilities and therefore influence the market value:

31 System Assets. Water and wastewater utilities vary considerably in thelr sizes,
treatment capacities, physical ‘'condition which is sometimes an indicator of age
or level of maintenance provided, as well as the number and type of customess,

LWMrYeh/c/e/projects/1998 -2- 052698
HAT # 98-225.00/rvrhills.rpt



All of the above are components that form the utility's assets to be sold or
purchased. It is common that knowledgeable buyers of water and wastewater
systems look closely into these components prior to agreeing upon a purchase
price. The following areas regarding the system's assets are often evaluated:

a.  Type of services provided, wateér only, wastewater only or both.

b.  Extent and physical characteristics of the water transmission/distribution
system including the fire hydrants, valves, meters, and services,

c. [Extent and physical characteristics of the wastewater collection!
transmission system including manholes, force mains, and lift stations.

d. In-service water and/or wastewater treatment capacities, and the design
and permitted capacities of these facilities (not applicable for River Hills).

e.  Actual customers connected to the utility systems and their characteristics.

f.  Physical overall condition of the facilities and the cost of any major capital

g. Potential growth in the utility's customers, and the economic feasibility to
provide services to those future customers.

h.  Source of water supply and treatment necessary, if the utility produces and
treats its own water.

i.  Capacity, cost and ternis of agreement if the utility purchases bulk water
or wastewater for resale.

§.  Type of water and/or wastewater treatment processes (not applicable for
River Hills).

k. Quality of water and/or wastewater facilities, construction components,

special features and overall design.

LWM/eh/c/e/projects/1998 -3- 052698
HAL # 98-225.00/rvrhills.rpt



3.2 System Management and Finances.. Several elements under this factor can have

a considerable impact on the price of a utility system. Inappropriate
management decisions or methodologies may result in highly inflated rates and
charges for the customers served by a utility system. The value of that utility in
the market would differ from another utility that applies proper management
methodologies.

The corporate structure of a utility company, whether a simple stand-alone
utility or a subsidiary of a larger corporation, sometimes creates a substantial
variation in the revenues generated. Assuming all other factors are constant,
these variations in corporate structures and the revenues that could be generated
are expected to impose a direct impact on the prices paid for utility systems.

Another important element that can affect the pricing of a utility is its before
and after tax cash flows and how the utility has been fmanced. The available
cash flow which a non-regulated or not-for-profit purchaser or a regulated for
profit purchaser can ascertain is usable for debt service purposes which typically
can be determined and can become an important factor. Likewise, the methods
by which the physical assets have besen financed or paid for by equity dollars

- ----—--zﬁuﬁ-lﬁegmm&&ﬁi@ﬁ.

3.3 Competitive Market or Monbpollv. Another aspect of the market influence on
the sale or purchase of a utiiity system is the financing cost. Higher costs of
borrowing funds may slow the market or result in an inflated price of the
system. Similarly, lower interest rates may encourage the buyers to borrow,
which ultimately impacts the-price. " -

A major factor influencing ari acquisition and the pricing of a utility can be the
exclusivity of its service territories. If autility has been granted either franchise
rights or territorial certificates which protect its service territories and make the
utility a sole provider of water and wastewater services within these territories,
its value is substantizlly enhanced. However, if other private or public uiilities |
can provide similar services in these same territories, the opposite effect can
occeur.

LWM/eh/c/e/projects/1998 . -4- 052698
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Other elements typically considered when purchasing a utility system include
location, local and state regulations and future population growth.

34 Method of Acquisition. The majority of the water and wastewater utility
transactions occur through negotiations between interested buyers and
motivated sellers. However, ownership of a utility system by a governmental
entity can occur through a condemnation process.

3.5 Context of Transaction. It is important to consider all terms and conditions of
the purchase and sale agreements of utility transactions. The issues typically
addressed under a purchase and sale agreement of a utility system are
summarized as follows:

a. Cash amount paid on closing date, as well as fufure payments for
additional customers connected to the systems in the future years, if

applicable.

b.  Method of payment and its timing,

e %H&M%ra@ed&m@%&ﬁﬁ%ﬁd&ﬁﬁib&ﬂh@bﬁbmﬁw

S = {he-water AR WARKRWAEEYRIBRIS -

d. All physical assets‘ émd real propertl&s are transfetred without liens,
encumbrances or title defects.

e.  All easements and real property owned by the seller or third party were
transferred, assigned or deeded in fee simple as may be appropriate.

f  Who retains the esc:owed interim rate fees, in the case where the seller
had filed for rate increase and interim rates have been in effect.

g. Whether prepaid and/or discounted future customer connections are
included in the purchase price and assigned to the seller at closing.

h.  Seller complied with federal, state, and local regulations through closing.

LWM/eh/cle/projects/1998 -5- 052698
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Allowance for latent defects included in the price.
All records, drawings, and permits were transferred properly.

Whether accounts receivable outstanding at the time of closing are later
reimbursed to the seller, subject to the age of the receivable.

All vendor invoices for services, materials, and supplies are paid by seller,
prior to closing.

All taxes and franchise fees are paid by seller through closing date.
Vendor contracts assigned by seller to buyer with no current liabilities.

All closing documents provided by seller and his legal counsel are in
order.

Seller maintained adeciuate insurance coverages and indemnified buyer
from loss from date of purchase and sale agreement through closing.

Sj’-;Wﬁh@Q@@ 6f the physical assets on an "as-i5' (agho, \Gﬁ{m@fﬂﬂﬁg 7777777777777777

liabilities on the part of the seller.

All rolling stock and equipment were purchased and not removed by
seller.

Operations and management of facilities were properly performed by
seller through closing date.

Buyer was indemnified by seller from any pending or threatened litigation
associated with 1tsact1msmnor to closing, representation at closing and
actions of selling the facilities.

Seller was responsible for petitioning the governmental regulating entities
to transfer the utility permits, approvals, licenses and the like to buyer,

LWMIeh/c/e/projects1998 - -6- 052698
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v.  The liabilities for consultants fees and charges, did the seller and buyer
each pay their own, or did the buyer pay all such costs.

w.  Title commitment and insurance costs, documentary stamps, and recording
costs were paid by seller, or shared by seller and buyer.

4, SELECTED COMPARABLE SALES

As indicated earlier, there are several factors that must be considered in the selection and
evaluation of the most comparable set of water and wastewater system transactions to the
acquisition of the River Hills facilities. This subsection presents the criteria utilized in the

comparable sales selection process.
- 4.1 Criteria
In order to select the set of water and wastewater sales most comparable to the River Hills water

and wastewater system, HAI has researched over 600 utility transactions occurring throughout
the Southeast. The selection process was based upon the following criteria:

— — & Minimumtotal-water-and-wastewater-SFE's-served-at-the time of closing was————

150 or more.

b.  Sales occurring between 1990 and 1997, including sales of systems where the
purchase price, terms and conditions were specified within the above period.

¢.  Minimum purchase price of $350,000.

d. Full public disclosure of ﬁll_tgnns and conditions, full public accounting of the
assets, and a purchase price paid as cash or future payments of cash.

e.  Transactions occurring in South or North Carolina.

The selection process utilizing the above criteria resulted in a total of fourteen (14) comparsbie
water and wastewater system transactions. In addition to the fourteen (14) selected sales, we
also reviewed certain transactions that occurred in North Carolina involving several smaller
systems of Carolina Water Service (CWS) sold to Charlotte — Mecklenburg Utility Departiment

LWMfeh/c/e/projects/1998 -7- 052698
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(CMUD). These sales did not meet all of the selection criteria, but were reviewed as part of our
market survey to gauge the recent historical transactions conducted by CWS. The costs per
comparable unit were higher than our analysis to date, and can be viewed as an indicator of
potential purchase price with the current owner similar to the results of our analysis to date.

5. ADJUSTMENTS TO PURCHASE PRICES

As was indicated earlier in the discussion of the foukteen (14) sales transactions, purchase prices
paid at time of closing are listed separately. For those sales that include future payments in
addition to the initial price, the present value of these payments at the time of sale was calculated
and added to the purchase price list in the following tables. Table 1 summarizes the fourteen
(14) selected transactions and their applicable data.

As is usually the case, the negotiated prices for water and wastewater utilities often reflect the
market conditions at the time of acquisition. Therefore, purchase prices including the present
value of future payments for the utility transactions utilized in this analysis were adjusted to
reflect the changes in the market within the period from 1990 to 1997. One of the most reliable
factors that recognizes market changes is the ratio of market to book value of water utility
companies as listed in the C.A. Turner Utility Report.

adjustment factors were calculated by using the 1997 ratio (1.57) as a base for unity, as
illustrated in Table 2.

6. CALCULATION OF IMPLIED PURCHASE PRICE

This subsection presents the steps of calculations of implied purchase price for the River Hills
water and wastewater systems. There are several indicators and adjustments of purchase prices
that could be utilized to arrive at an implied pﬁrchase price. The one most widely utilized in the
marketplace will be employed in this report, which is the implied price per water SFE and
wastewater SFE. In our opinion, the price paid for existing customer base expressed in SFE’s is
the most significant.

LWM/eh/c/e/projects/1998 -8- 052698
HAI # 98-225.00/rvrhills.rpt

utchase prices were converted to the present time and tabulated for illustration. The
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1 |Carolina Trace Corporation — (Caroluffl Vatier Service) NC | W/S | 1991 | $1,050,000 | 944 819 1.763
> |Regional Investments of Mocre, Jnc. Pinehurst Water & Siitftaty Company NC | WIS { 1993 | $5,850,000 | 5,750 3,043 9,693
3 |Blankley Health LLP (Landen) Charlotte-Mecklinbuig [tilities Department NC | 8 {1996 | $1,250,000 0 832 832
4  |Transylvania Utility Company Utilities, Inc. (CarolinaWater Service) NC | Wrs | 1991 $625.,000 750 500 1,250
5 |Coastal Carolina Utilities, Ine. New Hanover County: |, - NC | WIS | 1994 | $405,000 4n 256 727
6 |CapeFear Utilities; Inc. ! |New Hanover County, | NO- | S |1992 | $753,872 0 1116 1116
7 |CarolinaWater Service; Inc. | Town of River Bend : L . NC | Wrs | 1996 | $3,036,200 | 941 © 790 - 1,731
8 |WildDunes Utilities, lmc;* ~ ~ ;.|Isle of Palms Water & Seéwer COffitilision. = gO' | WIS | 1993 | $62ZROWU" [ 1865 | 1,744 . 3,609
9 |Hilton Head Plantation Utilities, Inc. . -|Hilton Head No, 1 Pupli4 Service District SC | WIS | 1994 | $8,200,000 *| 4,745 3,172 1917
10 |Long Cove Clith,Utitities, Inc, %, |SeaPines Public Sentie|Disttict SO | WIS | 1994 | $1,004000.] 538 | 290 828
11 |Plantation Utilities Inc. (Wexford) “ | Sem Pines Public Sentire|District SC: | WIS [ 1995 | $940,000 626 373 999
12 |{Noxth C@inyyRenice Company - | York County BE sc | wrs | 1994 | $1,100,000 | 170 160 330
13 |Heater of Seabrook, Inc. Town of Seahrook | | SC | WIS | 1996 | $5,920,000 1713 1596 3,309
14 |Utilities, Inc. (Bagnal Builders) City of Columbia SC | s }1997 | $350,000 0 170 170

Prepared by Hartman & Associates, Inc. 6/1/98
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' TABLE 2

RIVER FILLS UTILITY SYSTEM
COWMWMANALYSIS

1 |CarolinaTrace Corporation Utilities, Inc. (Carolina W/ﬂlﬁﬂ' Service) w/s 1991 $1,050,000 1.198 $1,258,3§7
2 |Regional [nvestments of Moore, Inc. Pinelnorst Water & Samlm’f Coh‘tpmy w/s 1993 $5,850,000 1.026 $6,002,941
3  |BlanklisyHealthLLP (Landen) Charlotte-Meckinburg Uidlities Department s | 19% $1,250,000 L121 $1,401,786
4  |Transylvania Utility Company Utillities, fnc. (Carolina Walter Service) w/s 1991 $625,000 1.198 $749,046
5 |Coastal Carolina Utilities, Inc. [New Hanover County wrs 1994 $405,000 1.129 $457,446
6 |Cape Fear Utilifties, Inc. INew Hanovear County S 1992 $753,872 1129 $851,496
7 |Carolina Water Sexrvice, Inc. Town of River Bend wrs | 199 $3,036,100 1.121 $3,404,769
. 8 |Wild Dunes Utilities, inc. Isle of Palms Water & Sewer Commuission wWis 1963 $6,250,000 1.026 $6,413,399
9  |Hilltan Head Plantation Utilities, fnc. [Eiilton Head No. 1 Pultifjc Service District W/S 1994 | $8,200,000 1129 $9,261,871
10 |Lang Cove Club Utilities, nff w1 . j < <feaPines Public Servicgilistrict: - WIS 1994 $1,004,000 1.129. $1,134,014
11 |Plantation Utilities fac. (Wexford) Sea Pines Public Service Dijisirict w/Ss 1995 $940,000 1.227 $1,152,969
12 [Narth County Service Company 'Yaik County ‘ w/s 1994 $1,100,000 1.129 $1,242,446
13 |Hester of Seabrook, fae. Townl of Seshrook wW/s 1996 $5,920,000 1.121 $6,638,857
14 |Utilities, inc. (Bagma Builiders) City of Columbhia S 1997 $350,000 1.000 $350,000
Notes: ; i

(1) The putchase prices were adjusted based on ratio of market to book value ofwmér utility companiesas listed in the C. A. Tumer Utility Report as follows:

(2) The adjustment factors were calculated based on the following ratios:

MarkétiBook Adjustment
Year QR.J;tio Factor
1990 ;L:Fs 1.227
1991 181 1.198
1992 ] 159 1129
1993 VL 1.026
1394 1 1129
1995 1 1.08 1.227
1996 “ I 1121
1997 157 1.000

!
]

PreBared b\i‘ Hartman & Associates, Inc. 6/1/98




6.1 Allocation of Adjusted Purchage Prices

In this analysis, both water and wastewater systems have been reviewed separately. The net
utility plant in service for each system was found to be the proper method by which purchase
prices of utility transactions could be allocated, and adjusted purchase prices determined. Table
3 presents the allocation of the adjusted purchase prices to the water and wastewater systems of
the fourteen (14) selected transactions.

6.2 Analysis of Adjusted Purchase Prices Based on Number of Customers

The number of customers, as represented by their respective water meter sizes, and number of
sewer taps was determined for the fourteen (14) selected transactions and converted to single
family equivalents (SFE’s). The allocated adjusted purchase prices were divided by each
system's water and wastewater SFE’s, in order to arrive at a price per SFE. The above analysis
resulted in an average price per water SFE of approximately $1,129 and an average price per
.wastewater SFE of approximately $1 818 as shown in Table 4. An adjustment for lack of water
supply of 10% was calculated and an adJustment for adequate sewage treatment of 20% was
calculated and utilized in determining the market prloe per SFE of the River Hills system. The
corrected price is $1,016 for water and $1,454 for sewer.

~The River IHils sysenr-lias—ipprodmnaley 1,133 water SFE’s @ia- 1/ TTwWsdewsiRer STHE = =

reported as of May 1998. The implied purchase price based on this analysis for the water system
is $1,150,886 and for the wastewater system is$ 624,252.

The total implied purchase price for River Hills water and wastewater systems based on out
comparable sales and the number of respective connections is calculated to be $ 2,775,138,

6.3 Analysis of Recent Caralina Water Service Transactions

To augment our analysis, we researched recent utility transactions involving Carolina Water
Service to gain a larger grouping of sales that may not be physically comparable, but are of
comparable situations. For example, all sales were typically non-solicited, and were followed by
annexation or acquisition due to the concerns of the customers. All sales to CMUD, exclude
supply and treatment facilities, therefore, similar to the River Hills system, where customers and
water main distribution are a significant portion of the value of the systems. Table 5 lists an
additional fourteen (14) systems that have been sold by CWS within the last four years. Several

LWMleh/c/e/projects/1998 C-11- 052698
HAI # 98-225.00/rvrhills.rpt
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1 TABLE3
IVER HILLS UTILITY SYSYEM
CQ PARABLE SALES ANALYSIS
Aﬂmﬁr ase Price Based on Net Plant fn Service

1. Systlemnot a franchised utiltly, therefore no annual report submitted. Plant in service entirely sewer.

2. Transaction for sewer systems only so allocated purchasa price based solely upon sewer.
3. Represents entire CWS utility plant in servicethroughout North Carolina.

4, Annual Report incomplete in subdividing plant in service, percentage allocated based upon ctistomers.
5. Utility fully depreciated net utility plart {3srvice zero, '

’

Prepared by Hartman & Associates, Inc. 6/1/98

1 |Caralina Trace Corparation Chilities, Inc. (Caralina Water Service) I'ioa1 | $1258397 | $4,654,450 | 31,389,742 | $326470%8 |299%| 70.1% $375,737 | $882,660
2 |Regional Investments of Moore, Tnc. Pinehurst Water & Sanitary Company 1993 {  $6,002,941 $3,437,164 | $2,003,.407 $1,433,757 s83%| 41.7% $3,498912 | $2,504,029
3 |Biansk!ey Health LLP (Landen) CharletttelMaddinburg Utilities Department 1996 | 1,401,786 (1) ¢)] (¢} NiA. 100.0% NIA $1,401,786
4 |Tramsytvania Utility Company Utilities, Inc. (Catolina Water Service) 1991 $749,046 $653,097 $211,306 $441,791 32.4%| 67.6% $242,350 | $506,696
5 |Coastal CarolinaUkillities, Inc. New Hanover Courtty 1994 $457,446 $1,893,622 $513,482 $1,380,140 27.1% 72.9% $124,043 $333,403
6 |Cape Fear Utilities, Inc. {New Hanover Couatly 1992 $851,496 (2) 2 2) NIA 100.0% NIA $851,496
7 {Carolina Water Service Inc. (3) Town of Rivei Bend 1996 [ $3,404,769 $47,099,702 | $28,118,574 | $18,981,128 | 59.7% 40.3% $2,032.651, j $1,372,118
8 |Wild Dunes Utilities, Inc. Isle of Palins Water & Sewer Commission 1993 |  $6,413,399 $6,833,140 | $2,673,348 $4,159,792 139.1%| 60.9% $2,509,131 | $3,904,267
9 |Hilton Head Plantation Utilities, fur. Hilton Hesd No. 1 Polilic Service District 1994 |  $9,261,871 $3,450,541|-  $875316] $2,575225 |254%| 746% $2,349,505 | $6,912,365
10 |Leng Cove Club Utilities, Inc. Sea Pines Public Service District 1994 |  $1,134,014 $362,490| - '$113,108; '$249,382 I312%]| 688% |’ $353,847 - | s7smuey 1
11 |Plantaierilfilities Inc. (Wexford) Sea Pines Public Setvice District 1995 | $1,152,969 $925,168 $310,620| $614,548 - | 336% | 66.4% $387,103 $765,866
12 |{Nexth County Service Company Yok County ' i |1994.] $1,242,446 $678,290 4 4) 515%|  48.5% $639,860 $602,586
13 JHeht=r of Seshrook, us. Town of Seabsook ‘ |1996 | $6,638,857 $6,028,956 | $2,771,428 $3,257,528 | 460%| 54.0% $3,051,791 | $3,587,066
14_[Unitities, Tnc. (Bagnal Builders) City of Columbia 997 |  $350,000 (5) (5) 5) NA | 100.0% NIA $350,000
Notes: o
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‘i TABLE 4
RIVEFKHILLS UTILITY SY.
ME ERABIFSPATERS AN

STEM

1 |CarolinaTrace Corporation Utilities, nc. (CarolinaWater Sefvict) 375,737 944 $398 $882,660 819 | $1,078
2 |Regional Investments of Moore, Inc. Pinehurst Water & Sanitary Con:ij]pn.q y 1993 53,498,912 5,750 $609 $2,504,029 3,943 $635
3 |Blankiey Heaith LLP (Landen) Charlotte-Mecklinburg Utilities Department 1996 N/A 0 $1,401,726 832 17685
4 | Tramsy\wbia Ulility Companty Utilities, Inc. (CarolinaWater Service) 1991 $242,350 750 $323 $506,696 500 | $1,013
5 [Coastal Carolina Utilities, Inc. ew Hanover County 1994 $124,043 471 $263 $333,403 256 $1,302
6 [CapeFear Utilities, Inc. New Hanover County 1992 NIA 0 $851,496 1,116 $763
7 - |Carolina Water Service, Inc. TowmofRiver Bend _ ‘ 1996 $2,032,651 941 $2,160 $1,372,118 790 $1,737
8 |Wild Dunes Utilities, Ine. . Isle of Palins Water & Sewer Co:mmjission 1993 $2,509,131 1,865 $1,345 $3,904,267 1,744 $2,239
9 |Hilton Head Plantation Utilities, Inc. Hilton Head No. 1 Public Service Djstrict 1994 $2,349,505 4,745 $495 $6,912,365 3172 $2,175
10 ]Long Cove Club Utilities, Inc. Sea Pines Public Service District 1994 $353,847 538 $658 $780,167 290 $2,690
Ii jPlantation Utilities Inc. (Wexford) Sea Pines Public Service District 1995 $387,103 626 $618 " $765,866 373 | $2,053
12 |North Connity Service Company Yark Comnity 1994 $639,860 170 $3,764 $602,586 160 $3,766
13 |Heater of Seabrook, Inc. Town of Seabrock 1996 $3,051,791 1,713 $1,782 $3,587,066 1,596 $2,248
14 {Utilities, Inc. (Bagnal Builders) City of Columbia 1997 NIA 0 $350,000 170 | $2,059
Average Price Per Water And Wastewater Customer: (| $1,129 31,818
River Hills Utility System Corvection for lack of water snpply (10%) and sewage Lea’lmmt (20%) $1,016 $1,454
Number of Total SFE's: ' 1,133 1,117
hinplied Purchase Priices of the Water and Wastwater Systems: $1,150,886 $1,624,252

Total Implied Purchase Price:

52,775138 |

n-n--—nrmm-ﬂlrfman 2 Potmiibtas. Inc. 6/1/98
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7R HILLS UTILITY SYSTEM

RECENT §

iater

TABLES

OLINA WATER SERVICE, INC.

and Wastewater Transactio

2l ANt B
1 |Caeodiina Water Service, Inc. CMUD - (Idlewood Subdivifion) W 1995 $174,000 92 0 92
2 |Carolina Water Service, Inc. CMUD - (Providence Wést))} ‘ w 1995 5184,000 99 0 99
3 |Carolina Water Service, Inc. CMUD - (Southwoods) W 1995 $330,000 153 0 153
4 |Carolina Water Service, Inc. CMUD - (Hampton Green) - W 1995 $405,000 227 0 227
5 |Carolina Water Service, Inc. CMUD - (Forest Hills) w 1995 $445,000 197 0 197
6 |Carolina Water Service, Inc. CMUD - (Saddlebrook) w 1995 $106,000 56 0 56
| 7 |Carolina Water Service, Inc. CMUD ~(Shiburban Woods) W | 1996 - $70,000 - 94 0 94
8 |Carolina Water Service, Inc. CMUD - (Maltard Crossihg) W 1994 $190,000 88 0 88.
4 9 |Carolina Water Service, Inc. CMUD -(({fbersham) : W 1995 $266,000 133 0 133
10 [Carolina Water Service, Inc. CMUD - (Hidden Hills & Feannwood) W - 1995 $173,000 90 0 20
11 ]Carolina Water Service, Inc. CMUD - (Tarawoods) W 1997 $155,900 71 0 71
12 |Carolina Water Service, Inc. CMUD - (Brandonwood) | w 1997 $85,300 95 0 95
13 |Carolina Water Service, Inc. CMUD - (Farmwood A [:ABplecreek) w 1997 $710,000 309 0 309
14} Carolina Water Service, Inc. CMUD - (Farmwood 15,120, 21) Wwrs 1997 £785,500 203 95 298

Prepared nby1 Hartman & Aésociat&s,, Inc. 6/1/98




Of these systems are water only, small subdivisions which were to be annexed by the City of
Charlotte. Moreover, CWS does not report the net utility plant in service for the individual
systems during annual utility commission reporting, therefore, to separate water and wastewater
financial allocation for these transactions is not applicable.

Similar to the physical comparables, the purchase prices were adjusted to reflect the Market to
Book value. The adjusted purchase price is listed in Table 6. The adjusted purchase price was
then utilized to reflect the amount of purchase per single family equivalent.

Based on our analysis of recent fransactions conducted by CWS with CMUD, the average
purchase price pet water and wastewater customer is $2,188, and for a combined River Hills
water and wastewater system, the potential premium purchase price based upon recent CWS to
CMUD sales is $4,923,913. Table 7 illustrates this analysis. |

7. SUMMARY AND CONCLUSION

- The comparable sales approach provides a mérketpiace value for utility acquisitions. Various
adjustments were made to certain elements of the selected transactions, in order to reduce the
differences between River Hills and the other systems.” The results of the comparable sales

---armihyseis reflect am adjusted price per SFE for the-water-and-wastewater systems: This-analysis

 utilized the most widely employed indicator of value (the SFE) to arrive at an implied purchase

price. The comparable sales value for River Hills water and wastewater systems based on the

market approach is $2,775,138 as of May 1998 under the typical terms and conditions discussed

in this analysis. To the extent such terms and conditions are modified, then a corresponding
adjustment may be required. |

LWMlieh/c/e/projects/1998 -15- 052698
HAI # 98-225.00/rvrhillsrpt



QO'STERE # IVH

Jrsetond o a N mT

e
36%

-gi-

TABLE 6

RIVER HILLS UTILITY SYSTEM

RECENT CAROLINA WAleER SERVICE, INC. TRANSACTIONS

Adfusted Furchagse P

869259

e H _ p R iy el stk oty it S 3. BRI A2 RS
1 1Carolina Waler Service, Inc. (TWAUD - (Idiewood Subdivisiot) w 1995 1227 $213,422
2 |Carolina Waler Seyvice, Ine. CMUD - (Providence West) [ w 1995 $184,000 1227 $225,688
3  |Carclina Water Service, Inc. CMUD - (Southwoods) w 1995 $330,000 1227 $404,766
4  |Cardlina Water Service, Inc. CMUD - (Hampton Green) w 1995 $405,000 1227 $496,758
5 |Caralina Water Service, Inc. CMUD - (Forest Hills) w 1995 $445,000 1227 $545,820
6 |Carolina Water Service, Inc. CMUD - (Saddiebrook) [ W 1995 | $106,000 1227 $130,016
7  |Cardlina Water Service, Inc. CMUD - (Suburban Woods) w 1996 $70,000 1121 $78,500
8 |CarolimaWater Service, inc. CMUD - (Mallard Crossing) W 1994 [ $190,000 1129 $214,604
9 |Carclina Water Service, Inc. CMUD - (Hebersbam) | W 1995 |  $266,000 1227 $326,266
10 |Cardlina Water Service, Inc. CMUD - (Hidden Hills & Famywiood) w 1995 $173,000 1227 $212,105 .
11  |Carclina Water Service, Inc. CMUD - (Tarawoods) w 1997 $155,900 1.000 $155;900
12 [Carolina Water Service, Inc. CMUD - (Brandonwood) 4 W 1997 - $85,300 1.000 $85,300
13 |Carolina Water Service, Inc. CMUD - (Farmawood A. I Applepreek) w 1997 $710,000 1.000 $710,000
14 {Carolina Water Service, Inc. CMUD - (Farmwood 15,20.11) WH S/ 1997 $785,500 1.000 $785,500
Notes:

(1) The purchase prices were adjusted based on ratio of market to book vzine of water utility companies
as listed in the C. A. Turner Utility Report as follows:
(2) The adjustment factors were calculated based on the following ratios|

Market/Beok Adjustment
Year Ratio Eactor
1990 1.28 1.227
1991 131 1.198
1992 1.39 1129
1993 1.53 1.026
1994 1.39 1129
1995 128 1227
1996 1.40 1121
1997 _ L.57 1.000

Prepared by Hartman & Associates, Inc. 6/1/98
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TABILE 7

RIVERI HILLS UTILITY SYSTEM

RECENT CAROLINA ‘ ATER SERVICE, INC. TRANSACTIONS
I'j IiealPu rse Price yieF Nurnber off Customers

R

868250

1 |Carolina Water Service, Inc. CMUD - (dlewood Subdivision) W 1995 $213,422 92 $2,320
2 |Carolina Water Service, Inc. CMUD - (Provideoce West) w 1995 $225,688 99 $2,280
3 |CarolinaWater Service, Inc. CMUD - (Southmouels) W 1995 $404,766 153 $2,646
4 |Carofina Water Service, Inc. CMUD - (Hampton Green) w 1995 $496,758 227 $2,188
5 |CarolinaWater Service, Inc. CMUD - (Forest Hills) w 1995 $545,820 197 $2,771
6 [CarclinaWater Service, Inc. CMUD - (Saddlebrook) w 1995 $130,016 56 $2,322
7 {CarolinaWater Service, Inc. CMUD - (Suburban Woods) I w 1996 $78,500 94 $835
8 |CaralinaWater Service, Inc. CMUD - (Mallard Crossing) 1 w 1994 $214,604 88 $2,439
9 |Carolina Water Service, Inc. CMUID - (Habersham) ] w 1995 $326,266 133 $2,453
10 |Carolina Water Service, Inc. CMUD - (Hidden Hills & Farmwood) }i w 1995 $212,195 90 $2,358
11 )CarolieWzater Service, Inc. CMUD -((Tamanoods) | W 1997 $155,900 7 $2,196
12 |Carolina Water Service, Inc. JCMUD - (Brandonwood) w 1997 $85,300 95 $898
13 |CarolinaWater Service, Inc. CMUD - (Fannwood A / Applecreek) w 1997 $710,000 309 $2,208
14 |Carolina Water Service, Inc. CMUD - (Farmwood 15,20, 21) W/S 1997 $785,500 298 $2,636
Average Price Per Water And Wastewater Customer Combined: $2,188
River Hills Utility System .
Nuniber of Total Water and Wastewater SFE's: 2,250
Total Implied Purchase Price based on recent CWS sales: " $4,923,013 "

Prepared by Hprtman & Associates, Inc. 6/1/98



Considerations and Background Information

Lake Wylie Area Water and Sewer Service
December 14, 2005.

Water and Sewer System Structure:

The Lake Wylie area of York County is, for public water and sewer sexvice, served by Caralina
Water Service, Inc. (CWS). CWS isa private public utility conpany operating in South
Carolina. CWS is awhally-owned subsidiary of Utilities, Inc., aChicago, 1L based utility
holding company which is, in turn, owned by a Dutch international holding company.

Carclina Water Service (CWS) has owned and operated a water and sewer syﬁan inthe Lake
Wylie area since the late 1970's. The original system was built, primarily between 1970 and
1975, by the River Hills Plantation Company, the developer of River Hills letmon in Lake
Wylie. The system included saswage collection and processing and water acquisition and
distribution. Water was obtained from deep wells in River Hills Plantation, and
sewage effluent from a processing plant in River Hills was released in Lake Wytie. In late 1996,
York C&mty completed md began operating the necessary infrestructure to transport sswage to
gkHH ssiing-and-te-transpert water,- fidistHfoan ok, SCanthmowrfoarRidek— -
Hill, SC to Ld<e Wyhe Since this time, CWS involvement has been limited to the operation of
the sewage collection and water distribution system to and from the York County facilities and
firam and to users in the CWS Lake Wylie Franchise District.

The Franchise District includes an area bounded on the east by Lake Wylie, on the north by the
North Carolina state line, on the northwest by Riddle Mill Road, on the southwest by Bethel
School Road, and on the south by a combination of Mourntain View Road, SC Highway 49 from
the Charter Oaks subdivision to Five Points, and Lake Wylie Read and connecting roads to Lake
Wylie. The District includes residential areas in River Hills Plantation, Forest Oaks, Lake Wylie
Waods, Hamilton Bay Apartments, The Landings, Autumin Cove, Patriot’s Crossing, and Mill
Creek Falls. Also included are the Waterside Marketplace, Lake Wylie Plaza, Crowdlar's Creck
Elementary and Middle Schools and several other public, religious and commercial facilities.

In summary, the Lake Wylie area is served by athree-level system composed of CWS as the
initial collector of sewage and final distributor of public water, with York County as the operator
of the “transport systeni” moving sewage to Rock Hill for processing and moving public water to
Lake Wylie for distribution by CWS, and with the City of Rock Hill as the processor of mwme
and provider of public water.

Regulatory oversight of the system is provided by the South Carelina Public Service ‘
Comission (SCPSC) and its Regulatory Staff: and by the South Carolina Department of Health
and Envirominental Control (SCDHEC). SC Legislators representing the area comprising the
District include State Semators Hayes and Pecler and State Representatives Norman and Kirsh.
The District is represented on the York County Council by Councilman Johnston



System Adeguacy:

In general, the CWS system has “met minimums”. That is to say it has been an adequate water
and sewer system in terms of meeting minimum standards established by state and federal
agencies. There don’t appear, however, to be any meaningful standards associated with the
relative operational efficiency of a private utility company in the water and/or sewer business. So
long as the company provides “adequate™ service, and does so in a manner which appears to be
“as good as they can do”, no consideration is given by the regulators, when setting rates, to the
company’s relative efficiency as measured in cost per gallon of water delivered or per gallon of
sewage handled. So long as the water is potable most of the time, and the sewage spills are few
and relatively small, and service interruptions are few and relatively short, everything is
considered fine. There is no required relationship between functional efficiency and rates.

There have been numerous instances over the life of the system where system failures, either
temporary or long-term have drawn regulatory criticism and, in some cases, have forced directed
remedies. These have included multiple spills of raw sewage in Lake Wylie; various leaks and
failures of pumping facilities and pipes; odor problems around CWS facilities; odor problems
with the water supplied; and coloration, mineral deposits, staining, etc. problems with the water
supplied. Some of these problems have been in the nature of “normal” maintenance with a
system of this type. However, it is believed by many that a large portion of these problems could
have been avoided by CWS with a combination of better planning and implementation for the
'upgradmg of cap1ta1 faclhtles and equipment, and better management of day-to-day opefations.

SOphy SeeHis 10 beirantiveds: ojpposed to anticipatory regardmg -

operational problems

A major piece of the system - the component serving approximately 1100 homes within River
Hills Plantation — is between 30 and 35 years of age. Not many substantial improvements have
been made to this segment of the system, and, as aresult, the operational integrity of the system
is at question. During the reconstruction of the roads in River Hills, CWS tended to be
obstructive and uncooperative, despite having agreed that they would reconstruct segments of the
sewer system found to be collapsed or beyond reasonable repair. They resisted fulfilling their
agreements with regard to replacing collapsed or otherwise failed pipes and the necessary
substructure around the pipes. Many betieve this shows a marked disregard for both the current
condition and the future usefulness of the system.

On the other hand, there are also large segments of the system such as the water and sewer
infrastructure within The Landings, Autunm Cove, Mill Creek Falls and other recent residential,
commercial, public, and religious facilities which have been instsiled and donated to CWS by the
developers of these communities and facilities. These facilities, because of their relative

newness, should meset all current standards and require only minimmn maintenance,

A consideration with respect to this situation is that the CWS system is a.combination of old,
fully depreciated, and likely suspect facilities over 30 years of age and new facilities less than 10
years of age which have been obtained by CWS from developers at little or no cost to CWS. This
does not appear to make for a system which brings with it much management or financial
commniitment on the part of CW'S as the owner, nor is it a system which appears to justify high
rates — reportedly twice the local and national average - on the basis of either return on assets or
return on investment.



A further consideration relates to the relatively small size of the system. Without evidence to the
contrary, it appears to many that both CWS s Lake Wylie water and sswer system, and CWiE's
grouping of systems throughout South Carolina (on which the Lake Wylie rates are based) are
too small individually and collectively to be able to be operated efficiently, assuming that
“efficienty” connotes both operational reliability and acost structure supporting competitive
pricing.

Yet another consideration.is that, while growth appeats to be required in order to increase the
relative efficiency of asystem such as CWS's Lake Wylie water and sewer system, the high rates
produced by the currently relatively small size are a deterrent to the growth required to fix the
problem. The word gets around in the residential real estate market concerning high rates. High
rates have a significant negative impact on the ability of a community to lure businesses to the
area. Yet business growth is required in order to keep areasonable balance in propexty tax rates
between businesses and residences. High utility rates tend to produce a spiral ofllower growth
and lower property values. But the absolute amounts of property taxes need to increase to
maintain excellence in the public schools and amenities in the community. Sooner or later, the
bubble thus crested has to burst. .

In summary, while the CWS system generally meets the minimum stendards imposed by state
and federal regulators, the price / performance of the system — in the almost universal opinion of
its customers — is very poor. This is, in great part, areaction to water and sewer rates that are
excessive by comparison with rates for comparable service in other aress, and areaction to

reasonable manner, to justify the rates. The general approach to maintenance and managemeant of
the system is that of an operator who is bent on maximizing short-term revenues to the detrisent
of long-term operations.

Repulatory Rate Setting Process:

The most recent request of CWS for a rate increase, submitted at the end of 2004, included
several (reportedly approximately 11 separate locations) CWS systems in South Carolina. The
Tega Cay system was not, for unknown reason, included. While the CWS application indicstes
that a map of these locations is on file at the SCPSC, acopy was not included in the application.
The application does indicate that, at.the time of the application, there were about 5,700 water
customers and 9,800 sewer customers represented. It's not clear how many are water-only,
sewer-only, or both. No bresikdown between residential and commercial customers is provided.
No indication is given of individual system size. Some growth in the customer base is indicated,
but no time frame is provided during which the growth is expected. No breakdown of the
Balance Sheet or Income Statement by individual system is provided.

The statement is made by CWS in the application that the “Applicant is entitied to have the
ressonableness of its proposed rates determined in accordance with the rate of return on rate base
methodology.” The rate base is primarily composed of “Gross Plant in Service” reduced by the
amount of “Accumulaied Depreciation” and “Contributions in Aid of Construction” (the latter is
assumed to be infrastructure built by developers and donated to CWS). Because of the nature of
the Lake Wylie area water and sewer system, most of the Gross Plant in Service is elther grestly
depreciated because of its age and likely had alow initial cost (the River Hills portion), or has
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been contributed recently by developers of such areas as The Landings, Autumn Cove, Forest
Oaks and Mill Creek Falls. Thus the Net Rate Base of the Lake Wylie District for purposes of
determining net operating income should be relatively small, although the number of customers
may be as high as 30% to 40% of the total customers referred to in the application, This appears
to mean that the Lake Wylie District, because of the combining of it with several other districts,
is likely to be subsidizing the overall net operating income and rate base dictated by the rate base
methodology while other districts are potentially contributing less than their fair individual share.

If it can be assumed that the statements and the adjustments made thereto are fair and reasanable,
the “painting of all the CWS systems with the same brush” appears to be the major potential
inconsistency in the process of determining the rate base and the resulting rates to achieve a
“fair” rate of return.

Unfortunately, the regulatory rate-setting process does not and, probably, cannot reasonably take
into account the size of an individual system in setting rates. But there do scem to be econamies
of scale. It’s not clear how the size of a system affects the ultimate cost per customer, but it
seems likely that smaller systems such as Lake Wylie and the others in the CW'S rate base are
relatively inefficient, with arelatively high cost pe¥ customer. Camparisons of Lake Wylie rates
to larger nearby systems and to the national average rates indicate that the effect of system size is
substantial. It may be that regulated publicly owned and operated monopolies structured on as
large a scale as practical are the only way to handle “commodity” utility services such as water
and sewage if the public is to be able to abtain economical ttility service. But, since the SCPSC
isnot likely to champion such an environment, the effort to do so must come from the Qrassreois
level: .

Hawing surmised all of the above, it doesn’t appear that any definitive conclusions can be deawn
without & good deal of additional information.

Questions Related to the Status and Future of the CWS Lake Wylie Water and Sewer
em:

Suffice to say that the water and sewer rates in the Lake Wylie Franchise Disirict are high. Any
canclusion as to whether they are unreasonably high and whether there is anything that
reasonsbly be done about them requires a good deal of additional infurmation. Following are
some questions and considerations which need attention: This is likely only apartial list of what
is required in arder to proceed to any-significant next step. The questions are not in any particul ar
order of importance or priority.

1. A study of the Lake Wylie Franchise District water and sewer system and rate base was
reportedly undertaken by York County following an earlier raie ifictease, It's not clear
exactly what the content and purpose of the study was and what, if any, eoncludonswa‘e
drawm. Is this study or partial study available?

2. A menagement audit of CWS was requested and reportedly WtebytheSCPSC
Regulatory Staff. What is the status of this audit?

3. Detailed information is required regarding the Lake Wylie Franchise District water and
sewer system operated by CWS. This includes a balance sheet, income statement, snd
capital assets list with valuations, sources and dates of canstruction and acquisition, and
detailed information on humbers and types of customers.
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4. Detailed information as above is required on other CWS systems in York County, so that
a reasonable plan for the County can be developed. _

5. Detailed information as above is required on other CWS systems in South Carolina, so
that reasonable conclusions can be reached regarding the combined rate setting process.

6. Detailed information as above is required on the portion of the Lake Wylie system
infrastructure which is owned and operated by York County inciuding its financial status
and expected growth.

7. Detailed information as above would be useful regarding the other water and sewer
systems operating in York County including Rock Hill, Fort Mill, Tega Cay, York and
Clover including what are the current rates for water and sewer service in each?.

8. What are the water and sewer rates in nearby areas such as Mecklenburg County,
Charlotte, Gaston County, Gastonia, etc.?

9. What is the process for public acquisition of a private asset such as all or part of the CWS
presence in York County through eminent domain or other means? What is required to
initiate the process in areas such as information and approvals? How long does the
process likely take? What twists and turns in the process should be anticipated?

10. What state and/or federal grants might be available to assist in the study and/or
development of a local, county-wide, or regional water and sewer system?

11. What sources of funds are available for acquisition and payoff of such a system e.g.
bonding, taxes, system revenues, etc. How would this be structured?

12. Who would “own” the system e.g Rock Hill, York County, a “Lake Wylie Water and
Sewer Authority”, the “Town of Lake Wylie”, etc.

13. Does the State of South Carolina or York County have the wherewithal to force the
creation of a county-wide water and sewer system through the consolidation of the .

existing systems in the county? Why would either want to do this? Why wouldin't cither
want to do this? Why would the individual systems want to have this happen? Why not?

The primary sources of the answers to the questions and the datarequired are the SCPSC, the
Regulatory Staff of the SCPSC, Yark County Staff, the York Coeunty Attorney, CWS, and

- knowledgeable citizens. The primary communication points with these sources are our
legislators, councilpersons, public advocates, and citizen groups organized with an improved
local water and sewer system as their objective.

Special Tax District Considerations:

. Onealternative to provide a structidre for the funding of a buyout of CWS is the creation of a
Special Tax District. This would likely be done in conjunction with a bond issue to generate
the initial funds needed for purchase. Special Property Taxes collected within the district
would be used to repay the principal and pay the interest on the bond. It might also be
possible to use some portion of the revenues from the system to assist with the repayment.

Powers are granted to the counties by South Carolina state statute under the Home Rule
Act to tax different areas of the county at different rates in order to provide for a
particular service or for an enhancement of a service already provided. Special tax
districts can be created to address any number of service needs that residents of an area
desire.

Creation of a special tax district can be initiated in one of three ways:
5



1. By petition of 15% of the electors (registered voters) in aproposed district to the
county council, triggering a special election. (Can be at the time of ar@ular
election or at another time selected by the council).

2, By apetition of 75% of the resident freeholders (propa'ty ovidners) who own at
least 75% of the assessed value of real propexty in aproposed district to the county
council.

3. By ordinance of the county council when the proposed special tax district
comprise the entire unincorporated area (of the county).

The special tax district may be operated as an adiministrative division of the county, or
county council may appoint a commission consisting of three to five members and
provide for their terms of office.

In this case, the special tax district could includé all of the area within the franchise area
granted to Carolina Water Service. It might also be possible to include adjoining areas for
which no franchise currently exists, if any such areas exist.

Ultimate Service Areaowective:

A question to be dealt with is whether this special tax district (proposal) might be
combined with sther similar special tax districts in areas such as Clover, York, Tega Cay,
Smyrna, Hickory Grove, Sharon, and Fort Mill, so as to include all the area outside the
Rock Hill service area. Should the ultimate objective be to combine all these aress into a

county-wide system operafed HHougfnand)6aitiy thie current Rock-Hill Waler andSewer
Service.
Owmership and Financial Information Regarding CWS:
As comprehensive a set of information as is or can be required to be publicly provided by
CWS is needed in order to realistically evaluate the possibility of York County or othex

public entity acquiring the assets and operations of CWS in the Lake Wylie Area and/or
in other parts of York County which may become a part of the overall plan.
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Estimated Bills (based on 1,000 ¢f or 7,500 gal residential monthly usage’

City/County State Water Sewer Combined
Charleston SC $ 1581 $ 42.16 $ 5797
Clover SC $ 4144 $ 67.91 $109.35
Fort Mill SC $ 2353 $ 30.48 $ 54.01
Georgetown County SC $ 2276 $ 29.66 $ 5242
Greenville sC $ 10.85 $ 32.25 - $ 4310
Hotry County SC $ 1781 $ 19.45 $ 3726
Rodk Hilt sC $ 1851 $ 34.84 $ 5335
Spartanburg SC $ 1429 $ 30.50 $ 4479
York County SC $ 37.16 $ 42.56 $ 7972
Asheville NC $ 35.62 $ 34.50 $ 70.12
Cary NC $ 24.30 $ 25.76 $ 50.06
Chapel Hill NC $ 26.98 § 28.85 $ 55.83
Charlotte NC $ 1245 $ 24.55 $ 37.00
Durham NC $ 14.14 $ 27.80 $ 41.94
Fayetteville NC $ 1937 : $ 32.38 $ 51.75
Gasnyma ‘ NC $ 29.07 $ 35.39 $ 64.46
Greensboro NC $ 16.15 $ 21.00 $ 37.15
“Wilpmngton —— ———w=—— ~————Fl@ -~ ~$$IIE0 - —$26:90————— --§-3805H0-
Sample Average $ 21.77 $ 3261 $ 5438
US Average for All Systems * $ 19.85 $ 2363 $ 4348

¥ from the REC 2004 Rate Survey
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REPORT SUMMARY

The purpose of this analysis is to estimate the market value of the Carolina Water Service, Inc.
(CWS) water and wastewater system in the Lake Wylie area, including the River Hills systems,
located in York County, South Carolina.

Valuation of the CWS System

The analysis presented in this report is based on both a 25-year. period and through to
petpetuity.” The appraisal methods and their results are summatized in the table below:

1om WMeihod

153.4 million (m perpctmty) :

'Cmpaéhieﬁmles o ' ‘ 1o
-Bmmmm‘gfmm@fsmrmm lbmtrons, | $11:2 million
.amds& ' s

Income Capltalmmm Ky praach

Using a 25-year perlod of analvsls the value of the water system is estimated to be worth

approximately $0.9 million: and th' Wwastewater s}rstem is estimated to be worth $1.0 million
(Table 2-5). 'Ihelr combmed Valuat{on 15 approx:.matcly $1.9 million.

Extending; the penod of record into: perpetuity results in 2 combined value of approximately $3.4
million- (15 1.6 million for’ Water and $1. 8 million for wastewatet).

ment Cost Less Deprec1at10n Method

Based on the d@slﬂ%mmtmn’@f assets, the estimated replacement cost for CWS' major assets is
$28.2 million. SﬂbttaEtmgrfmcumulaed depreciation based on construction date yields a
replacement cost less' depreciation of $14.5 million. Considering the value of contributed assets,
the net estimate of the: system’s value under the RCLD approach is $6.6 million, which includes
both the water and wastewsater system (Table 2-8).

Comparable Sales Method

A range of sources was considered in developing the comparable sales approach. There have
been just a few recent system sales in South Carolina, none in proximity to the CWS system.

1 Perpetuity is defined as the period of time in which the present value factor goes to 0.000, using an 8.60%
discount rate, which maies the years of 2005-2094 the petiod of analysis for this study.
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These recent South Carolina transactions suggest a total value in the range of $5.0 million.
Comparable sales from North Carolina primarily consist of Charlotte-Mecklenburg Utilities’
(CMUD) putchases of surrounding developer systems during the 1990’s. The most defendable
estimates appeat to be those developed by Hartman and Associates in 1998, when York County
initially contemplated acquiting the River Hills system. Adjusting these estimates for inflation
and system growth results in a total system value estimate ranging from $10.7 to $11.6 million.
Howevet, it should be noted that these estimates do not consider Contributions in Aid of
Construction (CIAC) that may offset the system’s market value.

Summary of Valuation Esiimat&e

The income approach yields the lowest value, end the comparablé‘siles yields the highest value
with a difference of $7.8 million between them (see Table:2-11).  The RCLD approach lies
between but is closer to the income approach estimate. Qxérall, the ranige of estimated values is
quite wide. A possible explanstion for the incom: approach yielding ﬁsngmﬁcandy lower
estimate may be the constraint placed on the bwnet s remrn, due to a-lick of rate base
attributable to depreciated assets and substantial CIA .. As aresult, the South C'éﬁ;dlnm Office of
Regulatory Staff (ORS) and Public Service Commissi appropititely constrains (WS profit to a
rate of return on operating expenditures. Howvever, many )idlities have a rate base in excess of
annual operating expenditures. If this was the case with CW thc income approach would yield
higher values for the enterpriises. e i
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1.0 INTRODUCTION

Purpose

The purpose of this analysis is to estimate the market value of the Carolina Water Service, Inc.
(CWS) system in the Lake Wylie area, including the River Hills community. York County, South
Carolina (the County), is currently considering purchase of the CWS system for purposes of
integration with its own utility systems. The purchase price and requj.ted capital improvements
will be a critical component of the overall feasibility of the County’s acquiring and operating the
CWS system. This valustion includes the water and sewer assets of CWS located within the
“CWS Service Area’ of York County as established by the franchilfe agreement dated January 28,

1992, between Carolina Water Service, Inc. and York County. >See Figure 1 for the location of
the CW'S Service Area. Current water and wastewater systemi maps withimthe CWS Service Area
were provided to HDR Engineering, [nc. of the Carohnas (HDRY by the County from
information provided to it by CWS. ‘ o

Methods of Valuation

Theee standerd eppraisal methods will be used to estimate the utility’s value: the income
capitalization approach, the replacenait cost approach, azmdi the comparable szles approach.
These spproaches are briefly discussed belpy¥/ :,Unique ci’mmtﬁbi‘inﬁcs of the CWS system with
respect to the application of each of these methods are discussed in subsequent sections,

Income Capltahzatlon Approach

onet ich '1t is cuxrently operated
Carolina Offic ; )RS); d_:the SC Public Setvice Commlssmn caps the rate-
of-return on “priv: '
the allthd “profits,”

as the basis for their valﬁmon In most cases, the replacement cost also considers the
accumtilated deptemaﬂdmmﬁfeach asset, resulting in the replacement cost if newly constructed less
depreciation (RCLD 6f.RCNILD). This method has a wide degree of acceptance in helping to
place values on watet and wastewater utilities but has some shortcomings with respect to
assessing functional obsolescence of assets and inherent uncertainties regarding the condition of
buried assets.

Comparable Sales Approach

The compatable sales method examines the recent sales of systems of similar types, locations,
and size. Itis a true market test of the systems, regardless of their income generating capacity of
teplacement cost. As attractive as this market test may be, water and wastewater systems are 1ot
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homogeneous commeodities and finding truly comparable sales may be difficult. However, there
arc several potential metrics that can be used to normalize this method for application across
utilities of varying sizes, including a simple sales ptice pet customer benchmark and 2 sales price
to book value ratio.

Integration of the County System with the CWS Water and Wastewater
Systems

The CWS system is currently supplied with potable water on a wholesale basis from the County.
The County purchases this water from the City of Rock Hill. Wastewater treatment for CWS is
also provided by the County, who transposts the wastewater flowlfrém CWS to the City of Roek
Hill for wastewater treatment and discharge. In regard to water mpply and wastewsater treatment,
the County and CWS systems are integrated. Should the thl;ﬁry acquire the CWS system, the
wholesale aspect of the County’s operations would terminate and the “cutrent CWS residiential
and commercial customers would become County retalliciistomers. Countydpilli;ﬂg systems would
require updatmg to effect this change. The County is currently convertmg Lt,swatér meters ffom

existing elevated storage tank in the service area’is
the area indicated in Figure 2, at 'bulld—out 1,5 mili
one-day storage requnmmmt, ithles

as water énd sewer lines and sppurtenances. This policy
_,__nance and expansion acuwm Based on the data provided,

resolwatias Patt of the @cquISlﬁ@m
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2.0

VALUATION OF THE CWS SYSTEM

Income Capitalization Approach

Several characteristics need to be considered when developing the income capitalization
approach for the CWS system. They are as follows:

From a utility rate-making perspective, CWS does not have a significant rate base. The
rate base can generally be defined as the book value of existing assets, ot its original cost
less accumulated depreciation. Regulatory agencies typically allOW a rate of return on the
rate base, or book value, of a private utility’s assets. Thjsmte of return times the book
value is the “profit” sllowed by the sgency. Although in' gopd womklng condition, some
of the CWS system's assets, particularly in the River Hi)ls ares, 4e nearing their expected
useful lives, In addition, amajor portion of the assets was contributed by developers in
the form of Contributions in Aid of Construefion (EIAC). A private utility is generally
not sllowed a rate of return on these conmiliiied assets. The cost of a*CIAC asset was
passed on to the customer in the cost of thelpir’qwty by the subdivisiarideveloper, and
therefore was already paid for by the time the asset wiasgiven to CWS. Therefore, CWS
is not allowed to charge the customers again foﬁ:\tlHe same assct. Stated another way,
there is not much value in thecodttributed sssets ol-} swhich the water and wastewster
system owner can clasim a rate oftetdtitn. However, despxte a low rate base, the ORS
dlows CWS to gein an approximeteS30. percent rettim on O&M expenditures.
Therefore, annual revenue for the water and wastewater systems is the sum of CWS
O&M expenditures (pnor to income té%nm) pllus theal]llpwed 8.00 percent rate of return.

Baased on the data ptomded by CWS and 1ts regulaton:y ﬁhngs, there appear to be relm\rely

and wastewaater sewhc&s h|rf|sﬂq1§; in gmerai]lyylgood condmon the current ownets of the
system are nGit aggressively puksh Steffl expansion or capital upgrades. In response
totﬂhls,a prekus vall assumed’ that the utility would only be in operation for 25

years, and its estithated vdjihaﬁras based on the present value of income over this period.
_.+In most cases, al)ﬁlllch longer period of analysis is considered, including values into

petpetuity. This analysis will report water and wastewater income capitalization valuations
on both a 25-ymf peﬂod of analysis and in perpetuity”.

Assumptions USEditor thellnmme Capitalization Approach

The following amnptl_ons were incorporated into the income capitalization approach:

An inflation rate of 3 percent per yesr was assumed for all future costs.

The CWS water and wastewater systems, including both usage and the number of
customers, ts assumed to grow at a rate of 2 percent per year through 2055, and 1 pereent
thereafter.

% Perpetuity is defined as the period of time in which the present value factor goes to 0.000, using an 8.60%
discount rate. Based on this, years 2005-2094 is the period of anatysis.
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All expenses and revenues reported by CWS in its 2005 rate case filing are inconporated
into this analysis. To the extent information is available, revenues and expenses wete
allocated between the water and wastewster enterprises as reported to ORS. If not
already allocated, revenues and expenses were evenly divided between the two
enterpiiises. Exceptions were made for meter reading and chemicals, which were directly
allocated to the water utility (for meter reading) or allocated based on engineer’s
judgment.

Water operating revenues include water or wastewater semke{:hmges and other non-
opetating revenues such as connection meter fees, new customer charges, and
miscellaneous fees. The non-operating revenues were evenl;yallocated between the water
and wastewater enterprises. :

System operating costs are assumed to mcrempx}'et titne w1th thél tate of inflation and
with the rare of system growth. An excgpitan(d this i is water meter nld:a,@mg costs, which,
due to the future prevalence of automated: réfeter readmg (AMR) technology, will likely
decrease in real terms over time, For this analysls increases in meter reading costs after
2010 are assumed to be for inflation only, unplbhi;g thiat there will still be some level of
meter reading required in 2010. However, in propottion to operating costs, meter
reading costs will decline smdﬂl&y@#d:r time.

Entetprise revenue requirements, whlc Ate assumed eqd.’d.ilq revenues, gre calculated as
the system's total operating expense plus -depreciation, plus amortized capital
improvements, plus taxes other than mcorué’ taxes, plulslzthe allowed retutn.

The allowed rettirn is calculated as the operatmg expense plus property and payroll taxes

times the dll@\ﬁmdl .taﬁte of return or 8.00 pércent of this sum.

It is assumed that th O_IRS and: PSC will, allow CWS to increase water and wastewater
fates ina oontmuous manner to keep pace with increasing operating costs.

” -gTaxes other thazn mc_ome tax are trended upward from their current levels through the
perlod of analysis. :

rates were-a-ssumed to be 20.6 percent of total operating income.

Incomihﬂ i

The period of nalysls is 2005-2094. For brevity, estitnated values for years 2014 through
2093 are not sho¥n in subsaguent tables, but will be supplied to the County electronically
. byHDR.

Water System Revenue and Net Operating Income

Table 2-1 shows revenues, expenditures, and net operating income for the CWS water enterprise
over the period of anallysis. Table 2-2 shows how the revenue estimate was derived as the sum of
operating expenses plus the allowed rate of return. The allowed rate of return is the sum of
operating expenses plus taxes and fees, all multiplied by 0.080.

Confidential Proprietary Information 8 Valuation of the
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Table 2-1 shows that income taxes are paid on the total operating income (tevenues minus
operating expenses and taxes other than income tax). The net operating income serves as the
basis for the income capitalization approach.

Wastewater System Revenues and Net Operating Income

Tables 2-3 and 2-4 correspond to Tables 2-1 and 2-2, respectively, and show how net operating
income was derived for the wastewater system.

Results of the Income Capitalization Approach

‘Table 2-5 derives the income capitalization value of the wates. mdi wmstewater Wﬁems These
values do not yet include financial assets, or other assets or hmbiliti%a pf the CW/S system. For
each system, net operating income is estimated for each yes of the penod 2005-2094. This
figure is multiplied by the discount factor applicable ¥6 esch year. These.discounted income
estimates gre summed over the petlod 2005-2029 (2’5)5;‘&51’3) and through peltpﬁhinly

Using a 25-yesr period of mﬂysls, the values of the watet arld wastewater syslsﬁiﬂs are neaty
identiical. The water system is estimated to be worth shghtly less than $1.0 miltion ($0.93 million)
and the wastewater system is estimated to have avalue of $1 0 rmlhon for a combined valuation
of about $1.93 million.

Extending the period of record into perpethh@(wsllfﬂeﬂﬂt ina cdquﬁﬁmd value of approximately
$3.45 million ($1.65 million for water and §1. 80 mnﬂﬂnﬁblff@rwm)

Replacement Cost Meﬂmﬂ,
Developing the RCllenethod di'\%)uﬂi@n fequmed four tasks:

Document mspectlok) to V&lfy the presence md condition of the assets.

Adjumnent ef the replmanmt cost by 'the accumulated deprecistion for each major type
__;-o‘f sssat.
° "Demvaﬂon of the RCLD vdue esnmate

System Verlﬁchtlon

HDR was pmwdléﬁi\wjth system maps supplied to the County by CWS. In addition, several other
maps for subdivisions ‘yere obtained from the CWS field staff or from County Engineering.
Based on this data scqiisition and field confitmation, HDR believes that the current assets of
CWVS have been tabulated in the County Geographic Information Sysiem (GIS). The level of
detail that has been input into the GIS varies based on the detail provided in the CWS mapping
information. For example, for most of the more recendy constructed subdivisions, sctual
construction “as-built” drawings were used resulting in the most sccurate information. In other
sections, specifically the original River Hills system, construction drawings are not available, o
the level of detail input into GIS from the maps provided is less. Table 2-6 lists the various
system expansion aveas for the CWS system and the year of inclusion into the CWS System for

depreciation purposes.

Confidential Proprietary Information 9 Valuation of the
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Table2-1
Carclina Water Sepvice, River Hills Sefvice Area
Water Utility Operating Ineome
Infiation Rate 3.00%
Growth Rate 2.00% 2.00% 2.00% 2.00% 2.00% 2.00% 2.00% 2.00% 2.00% 2.00% 2.00% 2.00%
2005 2007 2011 2012 2013 2014 2015 2616 2617 2018 2019 2020
Walkzr operating revenues (Table 2-2) /1 $ 703:305.'% 704621 $ 740275 $ 601,360 $ 946445 $§ 993,797 $1,043,528 $1.095759 $1,150615 $1,208,230 $1,268,742 $1,332,297 $1,399,048
Adrainistrative tiid General Exp
Salaties and wages 3 40738 54,780 3 57,552 3 60464 9 63524 I 66738 J MIIS I 73,663 ¥ 77,390 I 81,306 85,420
Permit fees 6,036 8,116 8,527 8,958 2411 9,888 10,388 10913 11.466 12,046 12,655
Pucchased water, net 1,398 - - - - - - - - - - -
Purchased power 6,070 6,377 8,162 8,575 9,009 9,465 9.944 10.447 10,976 11,531 12,115 12,728
Chemicals 563 501 757 705 836 878 022 969 1,018 1,070 Li24 1181
Meter reading 17,466 15,350 23,026 23,17 24,428 25,161 25,916 26,693 27,494 28,319 29,169 30,044
Uncolllectizble accounts (alksesied to W 3.224 3,387 4,335 4,555 4,785 5.027 5,282 5,549 5,830 6,125 6,435 6,760
Outside services 47 49 66 ...; 77 1] 8s 89 94 "
IT Department - - . . - - - . .
Rent - - - - - - - - -
Office supplies 302 M 432 641 674 708 744 781 821
Billing and customer setvice - - - - - - - -
Insurance 4,245 4,459 4,685 6,953 7,305 7,675 8,063 8471 8,900
Office utilities 729 765 1,193 1254 1,317 1,384 1,454 1,528
Misceilaneous expense 4,568 4.799 5,042 7.483 7.862 8,260 8,678 9,117 9.578
Expenses allocated from WSC 73,615 77.340 81,253 120596 126,700 133,111 139,847 146,923 154,357
Short teon interest expense 540 BT 595 - 884 929 976 Lo025 1077 1131
Subtotal 160,129 166,237 174,649 mo 268,966 282,026 295,730 310,111 325,201
Water Operating Expenses
Salaries and wages 242501 254866 © 267,762 281,311 295545 | 310.499::- 306, 397418< 417,528 438,654 460,850 484,169  508.658
Water ptant maintenance 25,003 26,268 27,597 28,994 30,461 32002 j33F 40961, - 43033 45211 47498 49,902 52,427
Maintenance of facifities 5,280 5,547 5,828 6,123 6,433 6,758 l 9,547 10,030 10,538 11,071
Operators expense 2,729 2,867 3,012 3,164 3.324 4,934 5,183 5,446 5711
Testing (12.935)  (13.500) {14277y (15000} (15759} | (23,389) (24573) (25.816) (21.1272)
Subtotal 262,667 275,958 289,921 304,591 320,004 409,583 - 474,957 498,930 524,239 550,765
Depreciation 95,168 99,984 105,043 110,358 115,942 121,809 127,972 148,398 172,084 180,791 189,939 199,550
Taxes othet than income 132,592 139,301 146,349 153,755 151,534 169,708 178,295 187,317 196,795 206,753 1IP5: = 239,753 251,885 264,630 278,020
Amortization tax credit (1,257} (1.362) (1,431} 1,503) (1,580) (1,659) (1,743) (1,332) (1,924) {2,022) {2124) (2231 . (2,344) (2,463) (2,588) (2,719)
Amortitation tax PAA (1,042} (L,095) 0LA50) (1,208) (1,269) (1,334) (1,401) (1472) (1,547) {1,625) - (DW7) (1,793}~ (1,884) (1,979) (2,080) (2,185)
Amortization of CTAC (38204}  (40,137)  (42,168) (44.301)  (46543) | (48.898) (51,372) ({53972) (56,703) _ {(59.572):" {62.586)  (65.753)  (69.080)  (72,575)  (76.248) (80,106)
Subtotal 187,218 196,691 206,643 217,099 228,085 239.626 251,751 264,489 277,873 291,933 306,705 322,224 338,528 355.658 373,654 392,561
Total operating income beforeincometaxes 3§ 93,292 3 65736 $ 69,062 $ 72556 I 76,228 80085 3 84090 3 88296 I 92,714 3 '9_-7._353 $ 102226 $ 107,344 $ 112,719 $ 118,364 $ 124,203 $ 130,520
Income taxes 19,218 13,542 14,227 14,947 15,703 16,493 17,323 13,139 19,099 '~ 20,055 21,059 22,113 23,220 24,383 25,604 26,887
Net operating income ® 74074 3 52,194 3§ 54835 P 57610 I 60,525 63587 3 66767 3 70,107 9 73615 I 77e98 P 8L167 @ 85231 9 89,499 I 93981 9 98,689 $ 103.633

LI The value for 2005 is actual revenue for the watef enterprise, consisting of Wiiter charge r and a 50-50 al

of 1 to both utilities. For 2006 and beyond, revenues are calculated from Table 2-2.
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Table 2-2
'Service, York County Service Area
ing Revenues and Revenue Requirements

2008 5 2006 2007 2011 24H12 213 2404 o il 2016 2017 2018 2019 2020

Operating expense (Table 2-1) $ 422796 $ 442195 $ Gd,

565,519 $ 593,660 $ 623211 $ 654242 $ 686,828 $ 721,048 § 756983 3 794,720 $ 834,349 $ 875966

Depreciation 95,168 99984 105,043 Y 127972 134447 141,251 148,308 155,907 163,796 172,084 180,791 189,939 199,550

Amortization (40,542)  (42,593)  {44,749) (54,517)  (57.275)  (60,173)  (63218)  (66.417)  (69,778)  (73,308)  (77,018)  (80,915)  (85,009)

Taxes other than income 122,592 139.301 146,349 178,295 187,317 196,795 206,753 217,215 228,206 239,753 251,885 264,630 278,020

Income taxes 19,218 13,542 14,227 ! 17,323 13.189 19,099 20,055 21,059 22,113 23,220 24,383 25,604 26,887
Subtotal $ 629231 § 652427 § 685440

794,844 § 834502 § 876,338 $ 920,182 § 966,229 31,014,591 $1,065384 BL118,731 31,174,761 $1,233,608 $1.205415

Allowed return ’ IR
Allowsble O&M expense 629231 652427 685440 ; 794,844  834,50277 876338 920,182 966229 1014591 1065384 1118731 1174761 1233608 1295415
Rate of return 8.00% 8.00% 8.00% 8.00% 8,00% ‘8,00% 00% 8.00% 8.00% 8,00% 8.00% - 8.00% 8.00% 2.00% 8.00%
Return $ 50338 $ 52194 $ 54835 $ 57,610 -

707 3 73615 9 77298 9 81167 § 85231 $ 89499 $ 93981 J 98689 $ 103,633

Total revenue requirementirevenves  § 679,570 $ 704621 $ 740275 § T77733 § SLT.OBG $:946445 $ 993,797 $L043528 $L095759 S$LIS0615 $1,208230 SL268742 $1,332,207 $1,399,048
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Fablez-3
Carolina Water Service, York County Setvice Area
astewater Utllity Operating Income

Inflation Rate 3.00%
Growth Rate 2.00% 2.00% % 2.00% 2.00% 2.00% 2.00% 2.00% 2.00% 2.00% 2.60% 2.00% 2.00% 2.00%
’zﬁgg 2007 'zltll 2010 2011 2012 2013 2014 2015 2006 2617 2018 2019 2020
Wasiewister operating revenues (Table
2-4) $"I57, $1,253,360 $1,316,768 $1,383,384 $1,453370 $1,526,897 $1,604,145
Administrative and General Expenses : B
Salaries and wages 40,738 " 52,142 54,780 57,552 60,464 63,524 66,738 0,115 73,663 77.390 81,306 85,420
Pennit fees 6,036 4,725 8,116 8,527 8958 9,411 9,888 10,388 10,913 11,466 12,046 12,655
Purchased ww treatment (10, 72S5) ERN A - - - - - - - - - .
Purchased power 37,882 39,799 ;486 50,940 53,517 56,225 59,070 62,059 65,199 68,499 71,965 75,606 79,432
Chemicals 385 404 518 544 5711 600 631 663 696 731 768 807
Meter reading - - - - - - - - - - - - -
Uncollectable accounifs {allocated to
water) 3224 3,387 4127 4555 4,785 5,027 5282 5549 5,830 6,125 6435 6,760
Outside services 47 49 60 ' 66 kol 73 77 81 85 89 94 99
leepaftmem - - - - - - - - - - - - -
Nt - - - - - - - - - - - - -
Ofiice supplies 392 411 432 501: 553 581 60 641 674 708 744 781 821
Billing and customer service - - e - - - . - N . -
Insurance 4,245 4,459 4,685 4,922 6,308, 6,619 6,853 7,305 7,675 8,063 8471 8,900
Office utilities 729 765 804 845 R 1,136 1,193 1,254 1,317 1,384 1454 1,528
Miscellanesus expense 4,568 4,799 5,042 5297 5 6,780 . 7,123 7.483 7.862 8,260 8,678 9,117 9,578
Expenses allocated from WSC 73,615 77,340 81,253 85,365 ; 109261 114790 120,598 126700 133,111 139,847 146923 154,357
Short term interest expense 540 567 595 626 7 - 801 " B4l 834 929 976 1,025 1077 1,131
Subtotal $ 161,674 $ 1BLI22 $ 190,287 $ 199915 $ 210,031 155878 § 268,825 $ 282,428 $ 206719 $ 311,733 $ 327,506 $ 344,078 § 361,488
Sewer Operating Expenses & S
Salaries and wages 242591 254,866 267,762 281,311 295545 326,211 ; ‘360058 378277  3UMMS 417,528 438,654 460,850 484,169 508,668
Sewer plant maintenance 59,284 62,284 65,435 68,746 72; 79,719 87:991 92,443 97121 102,035 107,198 112,622 118321 124,308
Sludge/rodding 26,046 27,364 28,749 30,203 31,732 33,337 3% 38,658 40,614 42,669 ;44,328 47,097 49,480 51,983 54,614
Maintenance of fiijiities 5,280 5,547 5,828 6,123 6,433 6,758 7,100 7,837 8,233 86507 71 9,088 9,547 10,030 10,538 11,071
Operators expense 2,729 2,867 3,012 3,16 3, 3,492 3,669 4,050 4,255 4,696 4,934 5,183 5446 5,721
Testing - - - - E - - - - - L C - - - -
Subtotal 335929 352,927 370,785 389,547 409258 429,966 451,723 474,580 498,594  523.822770-550,328 578174 607430 638,166 670457 704,382
Depreciation 95168 99584 105043 110,358 115942 121809 127972 134447 141251 ;148398 155907 163796 172084 180791 189,939 199,550
Taxes other than income 132,592 139,301 146349 153755 161534 169708 178295 187,317 196,795 .»..206,753 217,215 228206 239,753 251,885 264,630 278,020
Amortization tax credit (1.297) (1,362) (1,431) (1,503} (1.580) (1,659) (1,743) (1832) . (1L924)." 7 (2.022) (2,124} (2.:231) (2.344) (2,463) (2,588) (2,719)
Amortization tax PAA (1,042) (1,095) 01,150) (1,208) (1,269) (1,324) (1,401) (1,472) W) (1,625) (1,707} (1.793) (1.880) (1,979} (2,080) (2,185)
Amortization of CIAC (33,204) (40,137 42168 44,530 (46,543) 48,898 (51,372} (53972 (567103)  (59,572)  (62,586)  (65753)  (69,080)  (72,575)  (76,248)  (80,106)
187,218 196691 206,643 217099 228085 239,626 251,751 264,489 277,873 291,933 306,705 322224 338528 355658 373,654 392,561

Total operating income beforeincome ta $ 73,174 $ 73,084 $ 76782 § 80667 $ 84749 $ 89,037 P 93,532 $ 98,254 §$ 103214 § 108,426 § 113900 $ 119651 $ 125693 § 132,040 /$ 138708 §$ 145,713
Income taxes $ 15074 $ 15055 $ 15817 $ 16617 $ 17458 $§ 18342 9 19268 $ 20240 $ 21,262 $ 22336 $ 23463 $ 24,648 $ 25893
Net operating income $ 58,100 $ 58029 9 60965 $ 64050 $ 67,201 $ 70696 $ 7424 $ 78,014 $ 81952 $ 86080 $ 90437 $ 95003 $ 99,800 $ 104,840 $ 110134 § 115696

$ 27200 $ 28574 $ 30017
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Table2-4
Carolina Waer Service, Yark County Service Area
- F rating Revenues and Revenue Requirements

Operating expense (Table 2-1)
Depreciation
Amartization
Taites other than income
Income taxes

Subtotal

Allowed return
Allowable O&M expense
Rate of teturn
Retutn

Total revemenenuiemenifrevenues

005 2007 oo 12 w3 204 2015

2016 2017 2018 2019 2020

§ 497603 § 534,049 K 6LOT SSM § 619260 § 610625 §GRISGE § TIBIM § AN S TR648 $ 8RLTS6

$ 874893 $ 919,163 $ 965672 $1,014535 $1,065871

95168 99984 105043 110358 .. LHEBR2 1LROO: I2TST2 134447 141251 148308 155907 163796 172084 180791 189939 199550
(40542)  (42593) (44,749 L (QUROE (5687 (57275 (B0173)  (63218)  (66417)  (697MR)  (I33WB) (7018  (80915) (35008
12502 139301 46349 ISUESD 5708° 178295 187317 196795 206753 217215 228206 239753 251885 264630 278020
19218 13542 141227 o 14947 17323 18189 19009 20055 21050 22113 23220 24383 25604 26887

ST04GB § TR § 78L9A2 SEILHE $ 8630

704,038
800%

744281
-800%

781942 821508
8.00% 8.00%

1104635 1,180,519

748 , " 26 LRI 1061443
B.00%", 5. 8.00% 8.00% 8.00% 8.00% 3.00%
BAIIS § BRIM § 92842

“B(00% e | 300
$ 56323 $ 59542 $ 62555 $ 65721 $ 69,046 $92540°'S 76210 $ HUGES

$T60361 $ 8084 § BMATT § 81229 § 9122 $ONDZB $1.028820 SHORATT LIS SLIBEHEC$L253,360

$1.219.230 $1.280911 $1345713 $L413794 $1.485319

1219230 1280911 1345713 1443794 1485319
8.00% 3.00% 8.00% 8.00% 8.00%
$ 97538 $ 102473 $ 107657 § 13104 $ 118826

81,316,768 $1,383384 $1453370 $1526897 $1,604,145
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Table 2-5
er Service, York County Service Area
er Bliility Valuations Using Income Approach

Diiscount rate
Water System ’
2005 2006 L2608 2009 2010 2011 2012 2013 2014 2094

Net operating income (Table 2-1) $ : 2 ‘.‘_‘_Em,ﬁ'lo $ 60525 $ 63587 $ 66,767 $ 70,107 $ 73,615 $ 77,298 w2 $ 2,653,987
Present value factor 1000 926 857 0794 0.735 0.681 0.630 0583 0540 0500 . 0.001
Present value of net operating income  § 74,074 $48328 § 45’ $ 45733 $ 44488 $ 43277 $ 42075 $ 40907 $ 39772 $ 38668 n. $ 2813
25-year present value (roundecl) $ 931,000
In perpetuity $ 1,638,000

Wastewater System ‘ ey
Net operating income (Table 2-3) $ 58,100 $ 58,020 $ 6096515 64,050 $ 67 291 $ 70,696 $-74264 -5 78014 $ 81,952 $ 86,090 $ 3,000,432
Present value factor 1.000 0.926 0.857 } 0.630 ~:. 0583 0.540 0.500 0.00%
Present value of net opexating income $ 58,100 $ 53,730 $ 52,268

$ 46,799 $i_ 45520 $ 44276 $ 43,066 ", $ 3,180

25-year present value (rounded) $ 1L014,000
In perpetuity $ 1,809,000




Table 2-6
CWS Development History

, Year
NS Svgte X - S ivisic .
CWS System Area or Subdivision fncluded

'Rlver _Hﬂls ; Harmll:on $ Bay, Lake Wyhe Woods T Bones and Phasc 1 of Forest:

GIS location data for the Wastewster S);Q

Site Inspection

Informamon Act (FOTAY: equest wa§ filed 'w;th the SC Department of Health and Bnvitonmental
Conwall (RHEC) regardiiif; the CWS. System. HDR staff reviewed DHEC files on the CWS
system atid'fidund that there ate no active Consent Orders or regulatory actions currently in effect
for the CWS:system in theg’émmgy A major portion of this task involved a meeting and
commumiicatiiorti 'h ORS dePSC staff regarding the CWS system.

Replacement Costs

Replacament costs for the assets, including pipes, force mains, hydrants, manholes, pumping
stations, tanks, and other collection or distribution system assets were developed from recent
engineering bid documents obtained by HDR. Unit pricing was developed from bid tabulations
for 23 HDR designed water and sewer projects recently bid in the Carolinas and updated for
May 2007 costs using the Engineering News Record Construction Cost Index (CCI). Unit pricifig
using this approach was used to estimate the system replacement costs.

Confidential Proprietary Information 15 Valuation of the
CAROLINA WATER SERVICE, INC. SYSTEM
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Replacement costs for real estate assets, such as land and buildings, were based on the most
recent assessed value for property tax purposes. It should be noted that only four properties are
listed under CWS control. Property ownership of the land for many pumping stations was not
found and, thetefore, propetty value is not included in this valuation.

Appendix A includes replacement cost data by year of incorporation iato the CWS system.

Depreciation

Based on the available information, there is no basis to suggest that th¢ agsets will not reach their
estimated useful life given current levels of management. Conversely, there is no evidenee toe
suggest that the assets will significently exceed their estimated, useffii] lives, As a result of these
uncertainties, this analysis assumes that an asset’s age in rﬂatwrmﬂs estimated useful life
adequately represents its current condition,

However, detetmining the age of the assets for purpqses of caiculmng aomiﬁ\llhted depreciation
was not as straightforward, In response to the uncertainty off these sges, hlSi%EP_all “as-buil¢”
construction documents were examined for most of the CWS’ subdivisions. THigse “as-buiil*’
documents are dated and show aspproximately when' 'taER new subdivision or phase was
constiucted, It was assumed that the water and wastewakeilmﬁxastructure in each subdivision is
equal to the subdivision’s age,

Useful Life, Years

Derivation of Replacément Cost Less Depreciation

Table 2-8 summarizes the inventory of the CW'S system assets, their replacement costs, and thelf
replacement costs less depreciation, Based on this analysis, the estimated replacement cost of
CWS' major assets is $28.2 million, which includes both the water and wastewater systems, The
replacement cost less depreciation for the combined system is estimated to be $14,5 million,
Similar to the income capitalization approach, this estimate does not include financial assets of
lisbilities, and does not include a reduction in the value for CIAC.

Confidential Proprietary Information 18 ' Valuation of the
CAROLINA WATER SERVICE, INC, SYSTEM
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Table 2-8
stem Assets and Replacement Costs

Replacement

Area ¥ ‘ Y ea¥'Constructed Cost Useful Life Remaining Value
Water and Sewer System - 1973 S 1 9,951,476 50 $ 3,184,472
Water and Sewer System - 1998 3,341,622 50 $ 2,740,130
Water and Sewer System - 2000 2,667,860 50 $ 2,294,359
Water and Sewer System - 2001 50 $ -
Water and Sewer System - 2002 1,429,639 50 $ 1,286,675
Water and Sewer System - 2004 176,298 50 $ 165,720
Water and Sewer System - 2005 /459,655 50 $ 441,269
Water and Sewer System - 2006 762,901 50 $ 1,727,643
Water and Sewer System - 2007 : 50 $ -
Pumping Stations Varies 3,550,OQQ-j'5':'-:1Véri&s $ 1,752,143
Services 4,342,538 . 40 % 651,381
Elevated Water Storage Tank 733 475,000 60 $ 205,833
Property N/A 5 29560 .- . $ 29,560
Totals $28 1BEAS $. 14,479,185.15
Less Contributions in Aid of Construction (CIAC), inchudimg: : $ (7,834,388)
($6.1 million as reported to ORS in 2005, plus $1.7 adﬁmm facilities in 2006) e
e $ 6,644,797.65

Net value, RCLD




Contributions in Aid of Construction

It was noted in the Income Capitalization Approach section, that many of the CWS assets are in
the form of CIAC and therefore they ate not included in the utility’s rate base. For purposes of
consistency, it is reasonable that these assets should also be removed from consideration under
the RCLD apptoach because CWS did not pay for them. As a result, this analysis subtracts
CIAC from the RCLD estimate.

However, it is important to note that CIAC is subtracted based on the original cost of the
contributed asset in question, rather than that asset’s replacement c@st It raises the question of
who should receive the benefit of the asset’s appeeciation over time. The analysis assumes that
this appreciation should accrue to its current owner because they are’ -currently assuming the risk

of that asset’s failure. Therefore, the value of the CIAC will be dedkhcte;hifran the RCLD value
at its original cost, rather than its replacement cost. Documments submitted by CWS to the ORS
reported CIAC of $6,107,000 at the end of 2005. Although it is known thmtam;ﬁmmateély $2.6
million has accrued to the water utility and $3.5/Hiillion to the wastewater lilility, a Hirect link
between these sums and specific assets cannot be made. [n addition, it has beeo%ssumed that
assets added in 2006, totaling $1.7 million, as shown ble ¢ 9:8,'have been contributed. As a
result, the total value of $7.8 million ($6.1 million plﬂsjﬂl 7 million) is deducted from the
combined value of the water and wastewattr utilities to estimisteinet RCLD.

Comparable Sales Method

The comparable sales method uses values ft@m re it sales of @ﬂmﬂmg water and wastewater
utilities as its basis. Sales plf;to&ar:e typically n@rglahzed to’ adjust for differences in system size
snd other chafacteﬂsum RN

compa _ble. sales appeared to tepresent faitly new and small “developer” systems
although ‘informadop was generally lacking for these comparables. For CBU, the
comparable sales estimate was several times highet than valuation estimates using the
income approach or RCLD approach. Consideting inflation, these compatable sales
would suggest that the River Hills system’s value is approximately $2,367 per account for
the water system and $4,339 per account for wastewater. Multiplying by CWS accounts
yields a total estimated value of $15.9 million (Table 2-9).

¢ Siudies in 1998 by Hartman and Associates for York County direccy addressed the
comparable sales value of the River Hills system. Based on extensive analysis of
comparable sales primatilly in North Carolina, Hartman's initial study estimated a value of
the water and wastewater systems to be $1,363 and $1,951 per single family equivaent
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(SFE}, respectively, adjusted to 2007 doilars (T'able 2-9). This results in a combined
system value of $11.6 million if the current number of River Hills system SFEs is
considered. A second study focused upon sales in the Charlotte region and would result
in 2 combined system value of $10.7 million for the River Hills system.

* Few recent compatable sales from South Carolina were available. Correspondence for
this evaluation with the NC Public Utilities Comumission indicated that there have been
no recent comparable sales finalized in North Catolina. The ORS provided information
on three sales in various parts of South Carolina during 2006, including utilities in Cayce,
Aiken, and Dorchester Counties. The average of two wastewster system sales was $1,533
per account; the single combined system sales was appioydgiitely $2,300 per acoount for
both utilities. Table 2-9 summarizes how these prices tmam;hataeto the River Hills system

Table 2-10 summarizes the comparable siles estimates generated frorn the above data sources.

As shown, it eppears that total system value may vary from: about $5.5 Fﬂmi@z to slmost $16
million. L1ttle information is aveileble sbout the spécific characteristics of the comparable sales
that result in this wide range of velues. Factors contriRliting to-this variability watdidinclude the
relative age of the systems, the overall size of the systin,miresence of treatment facilities, and the
level of CIAC. On a per account basis, higher levels of developer contributions would tend to
lower the sales price because there is l&ppurentml rate base fdtgmwate purchasets to profit frop.

The Hartman estimates fall within this wide fatigé.of comparablc sales values and directly address
the CWS system. This results in relatively thore t given tOlthese studies, though they are
dated from & 2007 perspective. However, f&r purposes“"‘ this analysis, the comparable sales
value for the combined CWS system is estimated-to be the aterage of the two updated Hartman

and Associates ﬁudls or $11.2 urixmlmn (founded)

Table 2-11 shdjifsStinet the inéome approach yields the lowest value and the comparable sales
approach yields theHighest. value with a difference of neady $8 million between them. The

RCLD approach liesibetween but is dightly closer to the replacement cost estimate. Owverall, the
range of estimated valifes is quite wide. A possible explanstion for the income spproach yieding
a signifieantly lower eitimate may be the constraint placed on the owner's return, due to alack of
rate base. Due to lack of rate base, the ORS constrains CWS profit to a rate of return on
operating expenditutes.

No attempt has been made to oconclude if one of the methods is more approptiate for this
epplication then othets. Each has relative strengths and limitations. A simple average of the
three values yields a value of $7.7 million. Regardless of the estimated value of the CWS system,
its integration with the County’s system is one of the more important tests of this potential ttility
acquisition.
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Table 2-9
Carolina Water|Service, York County Service Area
Comparable Utility Se{les in North Carolina and South Carolina

. Water Sewer Combined system
Previous HDR Study, Ca
Average Price Per Acqfint, as of 2002 $1,949 $3,572
12147 12147
$2,367 $4,339
2,549 2,276
$6,034,397 $9,875,705 $15,910,102
Water Sewer
$1,016 $1.454
CCI, 1998-2007 L3416 1.3416
Average price per SFE, adjusted $1,363 $1,951
Nember of SFE's 3,634 3,412

Estimated value using average of comparab

$4,953,380  $6,655,742 $11,609,122

Hartman Associates, focusing on CMUD-CWS‘:‘.tnansactions- of 1990's

Estimated price per SFE for River Hills system’ $2,188
CCI, 1998-2007 1.3416
Average price per SFE, adjusted $2,935
Nomber of SFE's i 3,634
Estimated value using average of comparable sales 0% 10,667,319
Using South Carolina ORS data, all 2006 (uot adjijsted), Cayce andAiiket e

Estimated price per customer L 81,333 0

Number of customers R 2,276

Estimated value using average of comparable sales T $3,489,093

Using South Carolina ORS data, all 2006 (not adjjjsted), Dorchester Conuty

Estimated price per customer S 2,300
Number of customers 2,413
Estimated value 5 5,548,750




Table 2-10
Carolina Water Service, York County Service Area
Comparable Sales Summary

Sewer
Water system  system Total system
Source of comparable data

HDR Study for Brunswick County, NC, 2002 $ 6,034,400 $9,875,700 $15,910, 100
Hartman & Associates, 1998a $ 4953400 86,655,700 $11,608,100
Hartman & Associates, 1998h A $10,667,300
SC ORS data, based on 2 transactions, 2006 $3,489,100
SC ORS data, based on [ transaction, 2006 At $ 5,548,800

. Table 2-11

Carolina Water Serv " York County Ser'wce Area

- Valuation approach:

Replacment

fcome: —cust fess— ——Comparable
sales

pisdiziiion  depreciation

'$ 3447000 $ 14,479,185 $ 11,200,000

Less Cmﬁr:buted Amts $ - $ (7,834,388) $

Net estimated: alue $ 3447000 $ 6,644,798 $ 11,200,000

All valuations represent analysis done in perpetuity.

Note: RCLD and comparable sales estimates were on the basis of the combined water and

wastewater system, and not allocated between the two enterprises.
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APPENDIX A

SUMMARY OF ASSETS AND REPLACEMENT COSTS
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Table A-1
vof CWS System Assets and Replacement Costs

Useful  Remaining Year Installation  Useful ~ Remaining

Area ife Value Canstructed ENRCCI Cost Life Valoe
Water and Sewer Systam- 1973 $3,184,472 1973 1895 $ 2,374,471 50 $ 759,831
Water and Sewer System - 1998 $2,740,130 1998 5920 $ 2,490,859 50 $ 2,042,505
Waler and Sewer System - 2000 $2,294,359 2000 6221 $ 2,089,745 50 $ 1,797,181
Water and Sewer System - 2001 $0 2001 6343 $ - 50 $ -
Water and Sewer System - 2002 $1,286,675 2002 6538 $ 1,176,905 50 $ 1,059,214
Water and Sewer System - 2004 2004 6694 $ 148594 50 $ 139,679
Water and Sewer System - 2005 2005 7446 $ 430,949 50 $ 413,711
Water and Sewer Syskam- 2006 2006 7751 $ 1,720,504 50 $ 1,686,094
Water and Sewer System - 2007 2007 7942 $ - 50 $ -
Pumping Stations Varies $ 2,048,502 Varies $ 1.456,775
Services $651,381 oo 1895 $ 1,036,151 40 $ 155423
Elevated Water Storage Tank $205,833 . - 1895 $ 113,337 60 $ 49,113
Property $29,560 A = NA $ - $ 29,560
Totals $14,479;185 1 $13,630,017 $ 9,589,084
Less Contributions in Aid of Congtruction B oo T
(CIAC), 88 reported to ORS in 2005 “ 6,106,745 . CWS 2005 CIAC $ (6,106,745)
Net value, RCLD $8,372,440  Installed Cost Less: DppreaiztomL ess CIAC $ 3482339




Table A-2
CWS System Assets Replacement Costs

Year Constructed: 1973
River Hills, Hamilton's Bay, Lake Wylie Woods, T-Bones, and
Subdivisions: Phase 1 of Forest Oakes
Unit Cost Quantity - Cost
Water Mains iy
12-in $ 30.00 2,016 $ 90,478,688
1Q4n $ 28.040% < 3999 $ 111,962.93
8-in $ 2100 v 27787 $ 583,530.43
6-in $ 17.00 Mo 47,186 $ 802,169.73
4-in $ 16.00 S $ 204,898.39
2-in $ o, 7.00 $ 139,430.20
Fire Hydrants $ 2,500:0 - 202,500.00
Sewer System
1Q4n 4500 . $ -
8-in 31;00¢ $ 2,847,536.00
Manholes 2,372.00 537 $ 1,273,764.00
Force mains LR,
8-in s 2000 124 $ 2,478.15
L 18100 4,205 § 77,318.20
h k 15.00 22,830 § 342,455.21
7.00 10,778 § 75,448.03
5.0% $ 336,198.50
L 30.0% $ 2,017,190.99
Erosion Corttiol 8.0% $ 537,917.60
Miscellaneous:” . 5.0% $ 336,198.50
Total $ 9,951,475.53
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Table A-3
CWS System Assets Replacement Costs

Year Constructed: 1998
Mill Creek Fails, The Landing, Five Point Acres, Shoppes at the
Subdivisions: Landing, BP, Station, Bethel Commons

Unit Cost Guantity Cost
Water Mains
12-in $ 30.00 292,380.00
10-in $ 28.00 MR -
8-in $ 21.00 4112,770.00
6-in $ 17.00 5%, -23he64.00
4-In $ 16.00 37,520.00
2-In $ 7.00 '48,734.00
Fire Hydrants $ 2,500.00 70,000.00
Sewer System
1D-in $ 23,130.00
8-in $ 877,858.00
Manholes $ 422,216.00
Force mains
8-in $ -
B 38918 70,038:00
3,956 § 59,340.00
1,829 § 12,803.00
$ 112,892.65
$ 677,355.90
$ 180,628.24
$ 112,892.65
$ 3,341,622.44
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Table A-4

CWS System Assets Replacement Costs

Year Constructed: 2000
Forest Oaks, Autumn Cove, Village at Lake Wylie, Medical Offices,
Subdivisions: Shell Station
Unit Cost Quantity . Cost
Water Mains SR
12-in $ 30.00 2859 § 85,770.00
10-in $ 28.00 e 8 -
8-in $ 21.00 SF 4181 8 86,751.00
6-in $ 17.00 Y5 14,5828 247,8%4.00
4-in $ 16.00 : 3 -
2-in $ 7.00 4,184 $ 29,288.00
Fire Hydrants $ 2,500.00 32 § ... 80,000.00
Sewer System
10-in $ 45.00 3 -
8-in $ $ 769,761.00
Manholes $ $ 336,824.00
Force mains
8-In $ $ -
6-in S 6,135 $ 110,430.00
4-in C§ 3726 $ 55,890.00
2-in $ 3 -
Mobilization $ 90,130.40
Restoration .. $ 540,782.40
Erosion Cpmitfil” $ 144,208.64
Misceltariecus $ 90,130.40
$ 2,667,859.84
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Table A-5
CWS System Assets Replacement Costs

Year Constructed: 2002
Subdivisions: The Landing, Townhomes at Autumn cove
Unit Cost Quantity Cost
Water Mains ‘
12-in $ 30.00 -
10-in 3 28.00 -
8-in 3 21.00 85,071.00
B-in $ 17.00 70,890.00
4-in $ 16.00 61,408.00
24n $ 7.00 11,137.00
Fire Hydrants $ 2,500.00 s 22,500.00
Sewer System :
10-In $ 45.00 $ -
8-in $ $ 364,157.00
Manholes $ $ 336,824.00
Force mains =
8-In $ S 3 -
6-in '3 -
4-in $ 10,695.00
24n $ 3,290.00
Mobilization $ 48,298:60
Restoration $ 289,791.60
$ 77,277.76
$ 48,298.80
$ 1,429,638.56
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Table A-10
CWS System Assets Replacement Costs

Bill Code Description Units Unit Cost Total
46001 5/8" Residential Distribution 1,755 § 690.00 $1,211,180.00
46005 2" Residential Distribution 499 $ 2,350.00 $1,171,866.67
46006 5/8" Residential 15 690,00 % 690.00
46007 3/4" Residential Distribution 45 590‘;0'07 $ 30,935.00
46008 1" Residential Distribution 1 $ 90000 $ 600.00
46009 5/8" Commercial Distribution 56 $ -@30.00 $ 38,295.00
46010 1" Commercial Distribution 18.:$ 90940 $ 15.825.00
46012 1-1/2* Commercial Distribution 12 % 2,050.’00 - $ 24,600.00
46013 2" Commercial Distribution 200 $ 2350.00-% 47,000.00
46014 3" Commercial Disfribution : $ 375000 §. 15,000.00
46015 3" Residential Distribution $ 3,75000 % [(3p000.00
46016 6" Residential Distribution $: 425000 $ 228.666.67
46019 3/4" Commercial Distribution $ 69000 $  1,380.00

Totais : $3,114,038.33
4" Sewer Lateral Lo, 2,730 $ 45000 $1,228500.00
$ 4,342,538.33
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